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senate Resolution Ou, adonted Apri 1] 1949. directed the Senat 


Committee on Interstate and Foreign Commerce to make a full and 
complete study and investigation of the national transportation syvs- 
tem. This subcommittee was created by the full committee for the 
purpose of investigating problems relating to domestic land and water 
transportation. The Subcommittee on Domestic Land and Water 
Transportation has conducted its investigation i accordance with 
the mandate in Senate Resolution 50 to determine: 


a) whether existing conditions conform to the national transportation } 
as declared in the Interstate Commerce Act 
and 

b) the effect of large expenditures of public moneys and private capital upor 
transportation charges and to what extent such expenditures are reflected in costs 


of production and prices to consumers; 


Since April 1949, the subcommittee has been engaged in a broad 
general study of domestic land and water transportation to ascertain 
the extent to which the following objectives of national transportation 
policy have been achieved: 

(a) Fair and impartial regulation; 

(6) Sound economic conditions in transportation and among 
the several carriers; 

(c) The establishment and maintenance of reasonable charges 
for transportation sery ices; and 

d) The development of a national transportation system ade- 
quate to meet the needs of the commerce of the Nation, of the 
postal service, and of the national defense, 
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The recommendations herein proposed are intended to encourage the 
development, coordination, and preservation of a strong, well-balanced 
national transportation system. In the absence of such a transporta- 
tion system it will be impossible to meet the needs of an expanding 
economy upon which the maintenance of our standards of living, and— 
more important—the security of the Nation itself, depend. <Ac- 
cordingly, we urge that the recommendations contained herein be 
effectuated at the earliest practicable date. 


B. THE AMERICAN TRANSPORTATION SYSTEM 


The United States possesses more than half of the world’s transpor- 
tation facilities. These facilities include over 227,000 miles of railways; 
3,300,000 miles of public roads; 27,000 miles of inland waterways; 
150,000 miles of pipelines; over 6,200 civilian airports, and 40,000 miles 
of airways. Without this magnificent transportation system the 
United States could not maintain either military or economic suprem- 
acy in the world today. 

The tremendous size of the transportation industry has always 
made its study difficult. In 1949, for example, comps inies subject to 
the jurisdiction of the Interstate Commerce Commission reported 
aggregate revenues in excess of $14,000,000,000. The total annual cost 
of transporting persons and property in the United States has been 
estimated at approximately $38,000,000,000.!. The total public and 
private investment in transportation was estimated by one witness at 
$100,000,000,000, or almost 20 percent of the Nation’s capital values.’ 

From the standpoint of size the transportation industry is second 
only to agriculture. For more than 30 years, however, there has been 
a recurrent transportation problem which has received the attention 
of a long list of congressional committees, of boards, commissions, and 
of economists. The subcommittee has tried to focus its attention on 
the fundamentals of national transportation policy. 

The interest of the Federal Government in transportation is clear. 
An efficient and healthy transportation industry is an indispensable 
arm of national defense. In addition to military conside rations, the 
Federal Government has a large financial stake in the Nation’s trans- 
portation system. Within the last 50 years, the Federal Government 
has spent approximately $64,000,000,000 on the development of 
transportation facilities. In the fiscal year 1949 the Federal Govern- 
ment spent approximately $1,200,000,000 on its transportation 
programs.* The Hoover Commission reported that Federal agencies 
dealing with various aspects of transportation employ about 89,000 
people.® 

The national transportation system has been created in part by 
private capital and in part by public funds. The Nation’s transporta- 
tion business, however, is conducted almost entirely by private man- 
agement. Only in rare cases has the Federal Government attempted 
to compete with private enterprise for traffic. Nevertheless, the Fed- 
eral Government has expended billions of dollars in providing trans- 
portation facilities for, and in subsidizing directly, particular forms of 





National Transportation Policy, Dearing and Owen, p. 3. 
2 Subcommittee hearings, p. 1228 
$ Table 1, appendix, infra., p. 72 
¢ Report of the Hoover Commission, p. 12. 
§ Ibid 
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transportation. The bulk of public expenditure has been incurred 
promoting highway transportation ($59,100,000,000), inland water- 
ways ($4,100,000,000),° and air transportation by a sizable amount 
which is now under consideration by the Interstate and Foreign Com- 
merce Committee. In spite of the Government’s huge and rapidly 
mounting investment in certain transportation fields, there does not 
appear to be any desire on the part of the Federal Government to 
supplant the private enterprises which operate in those fields 

Not all elements of the transportation system have shared in Federal 
transportation largess. The railroads and the pipelines have provided 
their own transportation facilities without significant Government 
financial assistance. Whatever contribution the Government may 
have made in the distant past has been repaid several times over.’ 
The Federal Government has indicated no intent to supplar it private 
enterprise in railroad or pipeline transportation. The use of Federal 
funds, however, to aid selected er s of transportation to the ph ision 
of competing carriers, may compel the Government to take over the 
operation and management of those carriers against which it diserim- 
inates. Where a particular class of tr ansporta ition has been benefited 
by Federal aid, the benefits have not always been disteil uted equitably 
among the different tvpes of carriers in that class. Such discrimination 
presents the question of whe the rT or not private enterprise in American 
transportation should be preserved. 

The 129 class I railroads and the 550 smaller lines constitute the 
backbone of our national transportation system. They are are: 
pensable for the simple reason that they carry freight which cannot 
be moved by any other carrier or combination of carriers. The 1946 
Nation-wide railroad strike is sufficient proof that even in peacetime 
the Nation’s economy is built around rail transportation. During 
World War II the railroads moved about 97 percent of all military 


freight and about 70 percent of all other intercity freight. The 
financial ne of this vital segment of the transportation industry 
in a period of relative prosperity represents the most serious threat 


to the he of the American transportation system as we know 
it today. 

Another matter of grave concern is that motor common carriers are 
regulated to a far greater degree than motor carriers which do not 
make their services available to shippers generally. As a result, the 
financial condition of other common carriers is precarious. <A basi- 
cally sound transportation policy cannot tolerate discrimination 
against carriers which render a general transportation service. 

For more than 30 vears the major transportation problem has been 
the inability of the railroads to earn enough to insure their continued 
operation under private management. ‘The subcommittee does not 
feel that its concern over the financial plight of the railroads should 
be interpreted as bias in favor of a particular form of transportation. 
Further deterioration in the railroads’ financial condition would make 
their nationalization almost inevitable. It is not likely that the 
Governme ‘t would promote other forms of transportation under 
private Management in competition with its own operation. ‘There- 
fore, in the opinion of the subcommittee, the operators, owners, 


6 Table 1, smandte: sane.’ 72. 
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employees, and users of all other transportation services have a vital 
interest in preserving the financial stability of the railroads under 
private management. 

It is no accident that railroads are selected first for nationalization 
by socialistic and communistic regimes. Control of the railroads is 
indispensable to economic planning on a large scale. Government 
ownership of the railroads places private industry and agriculture at 
the mercy of the state. The addition of railroad workers, and 
eventually workers in other fields of transportation, to the govern- 
ment payroll tends to insure perpetuation of political power. 

In our opinion the crux of the transportation problem is how to 
preserve private ownership and management of the indispensable 
common carriers without discriminating against competing carriers 
and without revolutionizing the American transportation system 


Il. REGULATION 
4, THE ORIGINS OF FEDERAL REGULATION 


The Act to Regulate Commerce, approved February 4, 1887, 
marked the entry of the Federal Government into the field of trans- 
portation regulation. For some 60 vears, the railroads had enjoved 
virtually unrestrained freedom of operation, coupled with what 
rapidly became a monopoly of the Nation’s traffic. While this 
climate encouraged and made possible fabulous expansion of the rail 
svstems, it also nourished increasingly widespread abuses.  Dis- 
criminatory service and unreasonable and preferential rates became 
common. It was evident—particularly where the public interest and 
economy was adversely affected—that some governmental super- 


vision was necessary. ‘The problem first was seen as a local one, and 
several of the individual States established railway commissions to 
meet it. The interstate character of the railroads, however, proved 


these efforts of the several States to be ineffectual, and in 1887 the 
Congress passed the Act to Regulate Commerce, which was to 
become, in 1920, the Interstate Commerce Act. 


B. THE CHANGING PATTERN OF FEDERAL REGULATION 


The earliest efforts of State governments to subject railroads to 
regulation were born of the necessity of protecting immediate users of 
the service from the abusive rate and service practices arising from 
the railroads’ monopoly of the transportation field. This principle 
of protecting the transportation user was firmly established in initial 
Federal regulation, and subsequent legislation reaffirmed it as the 
basis for enactment of new regulatory measures. With some modi- 
fication, this theory persists today as a dominant theme in the con- 
cept of railroad regulation and, to a lesser extent, of regulation of 
other carriers. In 1940, the Congress enacted, as a preface to the 
Interstate Commerce Act, a declaration of policy which listed as 
objectives among others, ‘to promote safe, adequate, economical, 
and efficient service’? and “to encourage the establishment and 
maintenance of reasonable charges for transportation services, without 
unjust discriminations, undue preferences or advantages.’”’* Secretary 


849 | 3. ( Notes preceding se 1, 301, and 901. 
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DOMESTIC AND WATER TRANSPORTATION 
of Commerce Charles Sawyer, in his report to the President of Decem- 
ber 1, 1949, stated flatly that “the primary purpose of regulatory con- 
ais is to protect the user of the transportation service.”* In discussing 
criteria for determining the proper scope of ré oulatory authority, 
Secretary Sawyer further said that decisions “with respect to thi 
extension or relaxation of regulatory controls should be made on the 
basis of the net and ultimate effect upon the transportation user.” 


The necessity for protecting the user of any service is greatly 
lessened by the advent of competing suppliers of that service. The 
transportation industry has been no exception to that rule. Com- 


petition is the antithesis of monopoly, and as motor carriers and 
water carriers challenged the supremacy of the railroads in certain 
areas of operation, the need for regulation of the railroads, as it had 
prey iously been exercised, diminished accordingly By 1920, al 
competing carriers had not yet substantially invaded the railroads’ 
province, the pattern was becoming evident The Congress, realizing 
that unbridled competition in a field so vital to the national economy 
might well be destructive of the industry, began to shift the emphasis 
of regulatory legislation to a new concept, looking to the ultimate 
protection of the using ceneral public and to th } 
the industry itself. It is this theory of regulating competition in the 


interest of and for the protection and promotion of thre competing 
carrier that has increasingly characterized legislation in the trans- 
portation field in the last 30 vears. It is this same theory which has 


t 


resulted in regulation of the railroads in apparent direct contravention 


of the declaration by the Congress that there be provid d “‘fair ane 


impartial regulation of all modes of transportat 
Interstate Commerce Act. 

It is important to observe that this new concept in regulatior 
still at least partially intended to strengthen the policy of protecting 
the transportation user against the monopoly of the railroads. In its 
zeal to encourage competition the Federal Government delaved 
regulation of competing carriers for a considerable period of tim 
When motor carriers, water carriers, and airlines were s 
regulation, the existence of competition resulted in a less onerous 
form of regulation than that which ap plied to the railroads Also 
with the intent of fostering competition and protecting certain shi 
ping interests, substantial segments of the industry were left un- 
egulated. The effect on regulated carriers, both rail an 
has been detrimental but not completely unforeseen. T 
effective method of promoting competition was for the Government 
itself to provide the basie transportation facilities for, or to pay 
money subsidies to, competing carriers. It soon became apparent, 
however, that the promotion of competition by uneven regulation 
and by Government promotional activities was undermining the 
health of the less-favored forms of transportation 

By 1935 the motor-carrier industry had become an important seg- 
ment of the Natton’s transportation system, and the preponderance 
of opinion by then was in favor of regulation. According to the 
Coordinator of Transportation, regulation was desired and essential, 
due to the “instability and uncertainty of the rate situation,” one of 


ion’ subject to the 
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the reasons leading to ‘wasteful and destructive competition (the 
sort of thing that has been referred to as ‘rate wars’), and also, perhaps 
the most important thing was that shippers felt the situation was 
chaotic and harmful to all forms of transportation. There would 
have to be regulation to give a proper degree of order and stability 
and insure its success in the future.” ” 

The annual reports of the Interstate Commerce Commission for 
many years prior to 1935 recommended that Congress enact motor- 
carrier regulations. Beginning with the Sixty-ninth Congress (1925 
26), and in each succeeding Congress, motor-carrier bills recommended 
by the ICC and the State commissions ™ were introduced. 

In reporting to the Seventy-fourth Congress,'* the Commission and 
the Coordinator of Transportation recommended that legislation be 
considered and enacted speedily. The chairman of the Senate Com- 
mittee on Interstate and Foreign Commerce explained the difficulties 
which had been encountered, in the following words: 


The que ion, as it seems to me, is this, and I want to call attention t it: We 
have had this truck and bus bill up here for several sessions. Many times it has 
not got « t of the committee because of oOpyectior ma le by different people. 
Once we got it on the floor of the Senate and it was sent back here. There has been 
quite a decided feeling in the Senate, and in the House, that there should not be 
any regulation of trucks and busses by the Federal Government because of the 
fact that it is a new industry, and as has been stated, is in a stage of dev lopment, 
and we should not attempt now to regulate it at all. Consequently, the idea of the 
bill was to make a start in the thing, and then after you have made a general start 
to see that the Commission studies the problem, and thereby find out what 
further should be done. 

I know what the practical difficulties are as to getting any legislation of this kind 
tt the Cong Even if you make it as mild as vou can you have a great 

tting legislation of this kind, or of any similar character, 
through t ( neres The only thing, as it seems to me, that could be done is to 
get a bill enacted, and then let the Commission make a study of these different 
problems, and then they will be in better position to come back and recommend to 


Congress whether or not it needs to be strengthen 1 or corre ected. 


Regulation of motor carriers was principally justified before Con- 
gress by the contention that competing agencies and carrier classes 
could not find their economic spheres in the transport system while 
competition was either free or largely unrestrained among the motor 
and water carriers, but comprehensively controlled among the rail 
carriers. It was argued that the situation would lead to rate cutting 
below average cost, and therefore, to some traffic movements by 
agencies not best fitted for them. 

Such competitive adjustments were also declared to be financially 
unfair, particularly to the railroads. Control of entrance into and 
operations in the motor and water fields, together with minimum rate 
regulation, were advocated to correct these conditions. 

The regulation of motor carriers enacted in 1935 was based on two 
principles. The first of these recognized the necessity of preventing 
an oversupply of transportation. In urging motor-carrier regulation 
in 1935, the Coordinator of Transportation stated that 


The most important thing, I think, is the prevention of an oversupply of 
transportation; in other words, an oversupply which will sap and weaken the 
transportation system rather than strengthen it. 

ite ri on 8S. 1629 ith Cong., Ist sess., pp. 78-79 ind 88 

In nume States the ICC held extensive ivestizgations; 140 I. C. C. 685; 182 I. C. C. 268 

Re f Rail ict 5. i 119, 73d Cong., 2d se Regulation of Transportation Agencies 

Doe. 1 73d Cong.. 2d s« ind Report of the Federal Coordinator of Transportation, 1934 (H. Doe 
80 74th | ‘ 


S. 1629, op. cit., pp. 187-188 
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a 


In the case of railroads, that was done in 1920 by the provision that prior to 
anv uew construction a certificate of convenience and necessity must be secured 
from the Commission. In my judgment, it would have been much better if there 
had been such a provision many vears before. It would have prevented certain 
railroad construction which tends to weaken the railroad system and situation 


at the present time. The States have, I think, in all cases, found the necessity 
in their regulation of motor transportation to provide for that pre vention of an 


oversupply * * *.! 


The second principle was the prevention of wasteful and destructive 
competition, not only within groups of carriers but among the different 
forms of transportation. The proposed 1935 bill provided for a public 
agency which could prevent competition from gomg beyond sound 
economic limits. 

The Motor Carrie r Act of 1935, as passed, and whi h was to become 
part Il of the Interstate Commerce Act, was therefore based almost 
entirely on the idea of controlled and limited compe tition, as distin- 
guished from the earlier limitation on railroad monopoly. The limita- 
tions of the act, however, were largely intraindustry in nature. It was 
not until 1940 that the Congress, in enacting the Water Carriers Act, 
now part III of the Interstate Commerce Act, recognized the inter- 
industry competitive effects. It then specifically disclaimed any 
intent that the possible ce pression of rail rates need be considered in 
fixing water rates 

The major inadequacies of the regulation of motor carriers under 
part Il of the Interstate Commerce Act have arisen as a direct result 
of Congress’ unwillingness in 1935, in the face of evident strong com- 
petition, to blanket a relatively new industry with Federal reculation. 
Several aspects of this will be discussed in detail m this report. It 
is sufficient at this pout to state that the entire reculs tory tabpric of 
the 1935 act was of loose weave, with numerous broadly stated 
exemptions. These exemptions are at least partially attributable to 
the practical difficulties in getting any legislation of this sort through 


the Congress. Concessions to one bloe or another are clearly shown 
in the legislative hustoryv of the act. The more important factor, 
however, was the Congress’ natural coneern for the protection of 

ne wily regulated segunenht of the Industry, which h S become charac- 
teristic of recent Federal reculation. The tendeneyvy to promote a 
regulated industry through the means of the regulation itself has 
become somewhat of a principle in national regulatory policy. Pro- 


ponents of this view are at least partially Ss ipported by the declaration 
of national transportation policy, and some analysts of the present 
regulatory situation The Saw ver report, for example. speaks of a 
“transfer of attention from the needs of the user of transportation 
service to the needs of the transportation 1 self”? and a shift in emphasis 
=". reculation which would protect the finanelal health ot the 
carriers.’ 

The subcommittee does not believe that regulatory policy should 
be influenced by any such paternalistic attitude. If each form of 
transportation is permitted to compete for traffic on a basis of equality, 
and to perform the service for which it is indie rently best qualified, the 
financial bealth of particular carriers would not become a matter of 


governmental concern. ‘The whole system of free enterprise is based 
Ibid., p. 78 
Ibid. 3 ‘ 


a Issue \ 4 t ‘ ( nat Federal Pr im for 7 ns} + I . 4., pp. 2, 3 
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on the conviction that competitive forces automatically will provide 
the Nation and its citizens with products and services which are far 
superior to those obtainable under an economy controlled and directed 
by the Government. Thus, when the automobile destroyed the 
business of the carriage makers, it was viewed as a sign of progress 
rather than a cause for Government intervention. 

In the light of conditions which now prevail in the transportation 
industry, the concern of the Government over the financial stability 
of particular carriers is wholly legitimate. There is convincing 
evidence that the poor financial condition of certain carriers is due in 
large part to unsound regulatory and promotional policies of the 
Federal Government. The subcommittee believes that sensible 
regulatory and promotional policies would obviate the necessity of 
the governmental action designed to preserve the financial health of 
any particular form of ieieanttalian. Industries sheltered against 
the onus of competition soon become ripe subjects for nationalization. 


C. THE NATIONAL TRANSPORTATION POLICY 


The statement of national transportation policy is set forth in the 
Transportation Act of 1940." In brief, that poliey calls for (1) ‘fair 
and impartial regulation of all modes of transportation’’; (2) regulation 
among the several carriers ‘so administered as to recognize and 
preserve the inherent advantages of each’; (3) “safe, adequate, 
economical, and efficient service’? and “sound economic conditions in 
transportation’; and (4) “the establishment and maintenance of 
reasonable charges for transportation services.’’ These general 
principles are designed to achieve the following end objective: 


all to the end of developing, coordinating, and preserving a national 
transportation system by water, highway, and rail, as well as other means, 
adequate to meet the needs of the commerce of the United States, of the postal 
service, and of the national defense 


The subcommittee recommends no substantial change in the declara- 


tion of national transportation policy. Ip our opinion that declaration 
should remain the yardstick for evaluating the action of all Govern- 
ment agencies concerned with transportation. Existing conditions 


in the transportation industry are not satisfactory because the declared 
policy too frequently has been forgotten. Congress itself is partly to 
blame. <A considerable body of legislation is inconsistent with the 
declaration of policy. The courts and Federal transportation agencies 
evenerally have failed to give the declaration of policy adequate 
weight. There is a good reason why a statement of transportation 
policy should be treated as an integral part of the substantive Jaw and 
not merely as one more congressional declaration of noble purposes. 
The complexities of the transportation industry make it impossible for 
Congress to spell out detailed, eh 0 rules. Properly imple- 
mented, the broad standards prescribed by the declaration of policy 
promise much better regulation than detailed statutory provisions, 
“Fair and impartial regulation of all modes of transportation” does 
not exist. Failure to achieve this objective of national transportation 
policy is hardly surprising in view of the numerous statutory pro- 
visions which authorize discriminatory regulation. For example, 


54 Stat. SOY 


Interstate Commerce A¢ 
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fully regulated interstate carriers, both rail and motor, have been 
damaged by the statutory exemption ” which immunizes some 40,000 
truckers from interstate regulation.“ This exemption, which is siza- 
ble, is dwarfed by the fact that of 7,692,569 trucks in existence, 
something over 7 million are not under Federal regulation.” 

A large volume of domestic water traffic is of bulk commodities and 
therefore is exempt from regulation by the language of section 303 (b) 
of the Interstate Commerce Act.% The commodities clause ** and 
the long and short haul clause * are ee of other restrictions 
which apply to the railroads but not to their air and highway com- 
petitors. Some of these matters will be discussed at length im sub- 
sequent pages of this report. 

The Federal Government’s promotional activities have operated to 
prevent the “sound economic conditions im transportation” envisioned 
in the declared policy of Congress. When the Army Corps of Engi- 
neers plans an expensive inland waterway improvement project it 
does not consider the effect of its action on other forms of transporta- 
tion. The airport and airway development programs of the Civil 
Aeronautics Authority and the subsidy program of the Civil Aero- 
nautics Board are carried on without regard to the possibility that the 
revenues of competing carriers may be impaired dangerously. 
Although the Federal Government has spent billions of dollars in 
providing certain transportation facilities, there has been no consistent 
policy with regard to payment for the use of such facilities. Some 
carriers contribute to the cost of Government-provided facilities, but 
little effort has been made to determine whether they are paying more 
or less than their fair share. Other carriers use Government-provided 
facilities free of charge. The net result of the Federal Goverument’s 
promotional activities has been to distort rather than to promote the 

‘inherent advantages” of various modes of transportation 

It should be obvious that subsidies to selected forms of transpor- 
tation are inconsistent with those provisions of the national trans- 
portation policy which relate to fostering ‘‘sound economic conditions 
In transportation’? and to preserving the “inherent advantag of 
each form of transportation. In addition, if subsidies shift a part of 
the cost of transportation from the user to taxpayers generally, 1 
hardly can be contended that the policy of ‘reasonable charges for 
transportation services”? has been satisfied. These conclusions apply, 
of course, whether the subsidy is paid directly or indirectly through 
the furnishing of transportation aids and facilities at less than a fair- 
user charge. The present subsidy program can be reconciled with the 
national transportation policy onlv on the assumption that the state- 
ment of poliey applies solely to the regulation of domestic land and 
water transportation, and not to the regulation of other types ot 
transportation or to any promotional activity of the Federal Govern - 
ment. Some support for this interpretation exists in the following 
language: 

It is hereby declared to be the national tran sportation pol! icv of the Congress 


to provide for fair and impartial regulation of a mode of transportation subject 


tural exemption is found in sec. 203 (b) (6) of the Interstate Commerce A 
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to the provisions of this act, so administered” [to achieve named objectives] 
* * * [Emphasis added.] 

It follows, then, that the declaration of national transportation 
policy should be amended so as to make its provisions applicable to all 
agencies of the Federal Government engaged in regulating or pro- 
moting any form of transportation. This is based on the belief that 
our national transportation policy must cover all forms of regulated 
transportation, including transportation by air. We also feel that a 
system of transportation coordinated as described in the policy 
declared by Congress can never be attained so long as economic regula- 
tion and promotional activities continue to operate at cross pur poses. 

The national transportation policy also calls for “economical’’ 
service. ‘The following statement from the Sawyer report is indicative 
of emphasis which may be given to the objective of low-cost service: 

As will be indicated later, supplementary objectives exist within the framework 
of this over-all objective, a the development of an adequate and low-cost 
transportation system is the keystone of Federal transportation policy.’ 

New fashions in the field of Government cost-accounting require 
some agreement on the meaning of ‘‘low-cost.’’ If the cost referred 
to means only what the transportation user pays, every subsidy 
program satisfies the low-cost objective of national transportation 
policy even though traffic is diverted from transportation media which 
have an inherent advantage in handling it. The benefits of low-cost 
service are illusory if part of the total cost of transportation is borne 
by general taxpayers. If shippers do not pay the full cost of the trans- 
portation service they use, traffic generally is diverted from transpor- 
tation media inherently better able to serve them. A lavish subsidy 
system distorts user preferences to such an extent that soon it becomes 
impossible to evaluate the inherent advantages of any form of trans- 
portation. We fully agree with the statement: 

A sound and adequate domestic transportation system is most likely to result 
if the users of each means of transportation pay the costs which are fairly attribut- 
able to their use.?8 

Inland waterway improvements have been justified by the Army 
Corps of Engineers on the ground of providing cheaper transportation 
service, despite the fact that the cost of sueh improvements is not 
reflected in transportation charges. It is not made clear in the state- 
ment of national transportation policy whether the rage: tive of 
low-cost service refers only to what the shipper pays or to the total 
cost of providing a particular transportation service. 


D. THE NECESSITY FOR IMPARTIAL REGULATION 


The national transportation policy contains an pone declara- 
tion by the Congress that there should be pron ided ‘fair and impartial 
regulation” of carriers subject to the act. The Congress expressed its 
recognition of the necessity for uniformity of regulation as a pre- 
requisite to a sound national transportation system. It seems obvious 
that regulation must be administered on a fair basis. Preferences 
and discriminations inevitably will result in a weakening of the carrier 
discriminated against, with a consequent deterioration of that carrier 


26 Interstate Commerce Act. amended by Tran sportat ion Act of 1940 
Issues mm Ived in a Unified and Coordi: F¢ care Program for Transportation, op. cit, p 
—— if the Board f Investigation and Rese rel on Publie Aids to Domestie Transportation, H. Doc 
Ne 9, 79th Cong., Ist se , Dp. 88. 
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and a depletion of the Nation’s transportation assets. Discriminatory 
regulation is at best unjust; in a time of emergency it may be disastrous 
to the Nation. 

Regulation of the railroads at the present time is not uniform with 
that of competing carriers. The lack of uniformity is due primarily 
to the wide variance in time and concept among the legislative, 


administrative, and judicial histories of the regulation of rails and the 


regulation of competing carriers. The great expansion of the railroads 
had lone subsided when thre Coner ss concerned i self with the develop- 
ment of the industry The question of limiting the enury ol competi- 
tion in the railroad ind trv was largely a moot one. The rights of 





the railroads under regulation and the rights of the users of rail trans- 


portation had iOng ago been written, and had been Meticulously 


interpreted by the (‘ommission and the courts 1n a formidable body 
of administrative and ju licial decisions. 

On the othe r hand, thre cloak Ol regulation thirowh ovel the COlMm- 
peting carriers as they entered the nati ynal transportation picture was 
of entirely different cut Restrictis to some d ee, 1 Was also Sis 
nificantly protective Secretary Sawyer pointed out that his report 


did not include “any major discussion of Federal promotional activity 
for railroad transportation,’ due to the fact that the aetivitv of the 
Federal Government, insofar as railroads are concerned, is principally 
regulatory.”’ 

At first clance thre re would seem to be mi rit to the contention, ior, 
15 years after the entry of the regulated motor carrier into the com- 
petitive field, and 10 years after the imitiation of reculated water 
carriers, the railroads Carry almost two-thirds of the total fre io@ht ton- 
mileage of the Nation, They are by far the predominant carrier 
group in the national transportation supply. It must be noted, how- 
ever, that the railroads are the only carriers who are equipped to 
transport eiven bulk commodities between civen destinations, In 
these traffic and commodity areas, then, the railroads are admittedly 
monopolistic in character. But, just as there are areas of commodi- 
ties which competing carriers cannot or will not carry, there are vast 
commodity areas where keen competition exists between the railroads 
and their competition. Significantly, the railroads find little fault 
with the burden of regulation in those areas where they retain the 
character of monopoly. This is understandable, ior im these areas 
the theory in which the reculation Was conceived and admunistered 1s 
applicable to the facts of operation, Where the railroad is forced DY 


competition to fight for a fair share of the traffic, that is, in a competl- 


tive area, it must contend agamst competing carriers under protective 
regulation, While the railroad itself, in the eyes of the regulatory 
authorities, is in the nature of a monopoly. The absurdity of such a 


situation is evident; the tragic consequence has been, and is, a serious 
crippling of the railroads and, therefore, of the national transportation 
system. 

The problem of correcting the situation is not solved easily. In 
specilic instances, where the regulatory legislation is in contravention 
of the principle of impartial regulation, correction can and should be 
made promptly. These corrections will be recommended in detail 
in succeeding paragraphs. A large measure of correction, however, 


ee 


2? Issues Involved in a Unified and Coordinated Federal Program for Transportation op. cit., p. 8. 
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must be accomplished through a consistent and conscious effort on 
the part of the Commission and the judiciary to apply regulatory 
sanctions imp: — on carriers in competition. It is admitted that 
administrative and judicial precedent are not lightly overturned, and 
it is entirely likely that legislative action may be necessary from time 
to time, but every effort must be made to afford fair and impartial 
regulation to all competing carriers under the act. It is high time 
to rid our regulatory thinking of this underlying threat of monopoly 
which is no longer substantive. 

So far as prospective legislation is concerned, and aside from the 
specific suggestions which will be discussed in subsequent paragraphs, 
uniformity in regulation, and impartiality of regulation among com- 
peting carriers in their areas of competition ts a principle which should 


be followed consistently. Departures from this practice should be 
countenanced only on the most urgent of reasons, such as the imme- 
diate necessities of the national defense. As Secretary Sawver stated, 


“Federal transportation policy must give major attention to sound 
and healthy railroads as a part of the transportation system.” 


lll. Neep ror CHANGE IN SpecirFic REGULATIONS 
A. LONG-SHORT-HAUL CLAUSE 


The long-and-short-haul clause *! was part of the original regulatory 
law enacted for the protection of shippers against discriminatory rates 
and services. Init: lly enacted to apply only to railroads, it later 
was amended to include water carriers, but is not applicable to motor 
carriers. The section reads in part as follows: 


lt shall be unlawful for any common carrier * * * “[by rail or water]” 
: to charge or receive any greater compensation in the aggregate for the 
transportation of passengers, or of like kind of property, for a shorter than for a 
longer distance over the same line or route in the same direction, the shorter being 
included within the longer distance, or to charge any greater compensation as a 
through rate than the aggregate of the intermediate rates. * * *% 


* 


The section ae includes a proviso permitting limited relief from these 
prohibitions by the Commission upon application by a carrier —* rsely 
affected, and after investigation of the circumstances by the Com- 
THISSLON 

The long-and-short-haul clause was enacted for the protection of 
the immediate user (primarily, the intermediate shipper) against rate 
discrimination. With the development of strong motor carrier com- 
petition, the provision now serves to deny to the railroads the flexi- 
bility of rate mee ture necessary to meet competitive situations. The 
relief aed d | Vv the ese ape proy iso of the section is seriousiy inade- 
quate. The procedural and administrative delays of proceedings 
before the Commission are a matter of record, and will be mentioned 
further in the discussion of the related subject of rate-making, later in 
this report. 

Two courses of action are possible to insure fair and impartial 
regulation of the rail and water carriers and their competitors with 
respect to through and intermediate rates. The first course, obviously, 
is to extend the operation of the clause to motor carriers. It is doubtful 


30 Ibid. 
3149 U. 8. C., sec. 4. 
32 Ibid 











DOMESTIC LAND AND WATER TRANSPORTATION Ls 


that this would accomplish the desired result. The motor carriers, 
including the common carriers by motor, as will be shown in the part 
of this report devoted primarily to motor transportation, operate on a 
substantially dissimilar basis Specifically in this instance, regulated 
motor carriers operate pr ‘dominantly between large industrial centers, 
rarely picking up or discharging cargo at intermediate points, and 
hence would be largely unaffected by the extension of the clause. 
The alternative to extending t 

carrier is to relieve tl 
There would seem to be no real reason why, LT} the th] 


he clause to the competing motor 
re rad cal water carrie trom its operation 


competitive 


field the national transportation industry has become, the claus 
should not be stricken from the act The only vrument of substar 
which logically can be defended is that the railroend monopoly still is 
a threat to the intermediate shipper. Even im those areas of trafl 
in which the railroads might be said still to hold a monopoly, there 
would seem to be little daa ver ol a return to the early abuses Shoul 


such an unlikely situation develop, however, it is entirely pre »bable 
that comp ‘ting CaUrriers WO tid move readily Wito th } field. And fit 
if competition failed, Congress soon could and would correct ai \ 
all abuses which might arise 


B. THI AGRICULTURAL COMMODITIES EXEMPTION 


The Motor Carrier Act of 1935, now part Ll of the Interstate Com- 
merce Act, specifically excluded from regulation, except in matters of 
safety generally, certaim types of motor earriers and other earri ‘rs 
engaged in certain types of transportation This general escape 
section exempts, among other carriers, ‘motor velucles used in carry- 
ing property consisting -of ordin: ry livestock, fish (including shellfish), 
or agricultural commodities (not including manufactured products 


i 


thereof ; if such MOLo! vehicles are not used Wh Carrviilge aly othe 


or airy I 
property, or passengers, for compensation.”’ The legislative 
history of this so-called agricultural product exemption tends to show 
that the provision was written into the Motor Transportation Ac 

for the limited purpose of exempting from general regulation the 
farm-to-market or wharf-to-market transportation DY motor carrie! 


for the farmer or for the fisherman. The clause was suggested as a 
amendment to the legislation by the House Interstate and Foreign 
Commerce Committee after lengthy consideration and in the follow 
ing language 
motor vehicies used exciusive.y in carrying livestock or unprocessed agricultural 
products; °° 

On the floor of the House, the exemption was broadened to include 
fish and shellfish. The word “unprocessed” was stricken, and thi 
parenthetical phrase “not including manufactured products thereof” 
Was inserted as a modification of the exemption of agricultural com- 
modities, at least partly to assuage the fears of those legislators who 
questioned whether commodities such as pasteurized milk might be 
interpreted as processed under the law. The requirement that motor 
vehicles, to be exempted under this clause, had to be used exclusively 
for the carriage of livestock or agricultural commodities was elimi- 
"#349 U.S.C... se 303 Ct 


34 19 U QS See s03 (t ‘ 


35 Subcomm ittee hearings, p. S1& 
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nated in favor of the condition: ‘if such motor vehicles are not used 
in carrying any other property, or passengers, for compensation,” a 
change which must have seemed of little consequence at that time 
but which was made to avoid restricting the farmers’ use of hired 
vehicles to transport supplies to the farm. Finally, and again by 
amendment from the floor of the House, the operation of the exemp- 
tion was made absolute by moving it from under the conditional and 
tionary administration of the Interstate Commerce Commis- 


sion, who, in the absence of this move, might have applied such 


} 
i} re 
CLISCL 


regulatory measures as it deemed necessary to carry out the national 
transportation policy. . . 

Subsequent administrative and judicial interpretations have broad- 
ened further the scope of the agricultural products exemption. ‘The 
prohibition in the |: 


other property or passengers for hire 


ww which denied exemption to vehicles carrying 


has been stripped of much 


S] nifle ince by the decision In [Interstate C'iommerce Comn ISS7OTL V. 

Parker R. Dunn?’ which, in effeet, wrote the words “at the same 

time’ into the condition. Further, the admittedly loose language of 

the commodity descriptions has been stretched to CoV Y ay arievy ot 

product which hardly would have come under the original adjective 
nprocessed., 


The net effect of these interpretations has been to apply the exemp- 
tion not only to the carrier for the farmer and fisherman—for whom 
it was intended—but also to dealers in, and processors of, agricultural 
commodities and fish. Further, the broadness of the exemption has 
encouraged the rise of a vast armada of exempt truckers who success- 
fully avoid all regulation by a combination of the hauling of exempt 
‘commodities with the practice of trip leasing. 

The operations of exempt carriers by motor are not insignificant. 
‘Phere are approximately 40,000 truckers exempted by this clause on 
the highways today mn comparison to 20,042 motor common carriers 
subject to regulation. Under the court-broadened exemption, many 
contract and private carriers are hauling exempt commodities as 
return loads, to avoid the costly misfortune of returning empty.® 
The chief advantage of exemption from regulation, insofar as these 
motor carriers are concerned, is the ability to sell their services far 
below the established rates of common carriers by rail or motor. 
Further, on return runs even of nonexempt loads, the exempt carrier 
mav, either by trip leasing or by absorbing the mark-down on the 
xempt run, haul at less than the published tariff 

The effect of these practices on competing common carriers by rail 
or motor is @& serous loss of traffic. Railroads are forbidden to meet 
lower rates without posting proposed new rates 30 days in advance of 
the effective date;** a requirement which obviously makes it an im- 
possibility to match tariffs with an unregulated carrier. The situa- 
tion is one which, if allowed to continue, will greatly unbalance the 
national transportation system. In order to preserve the system and 
to promote its development, it seems incumbent on Congress to msurt 
that the regulation it has prescribed does not destroy the regulated 


earriers. 
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Witnesses appearing before the subcommittee for common carriers 
by rail and motor advocated restrictive modification or repeal of the 
exemption.*” Even at the time the act was being considered, there was 
informed support for the position that the agricultural product exemp- 
tion was surplusage. The late Joseph B. Eastman,* then Federal 
Coordinator of Transportation, believed that the exemption of farmer 
owned and operated motor carriers for transportation of farm produce 
or supplies,” coupled with the exemption of casual, occasional, or 
reciprocal transportation,* both included in his proposals * would 
adequately meet the situation. As might be expected, farm and co- 
operative groups were vehement in their protests against any modi- 
fication of the exemption.* Farmers generally have been, and under- 
standably are, concerned over increased cost of transportation to 
market, should regulation be applied to that transportation. 

It is conceded that any modification of the exemption should safe- 
guard the farm-to-market move. On the other hand, before the Dunn 
decision,® for-hire motor carriers on the farm-to-market runs were 
regulated generally and that experience indicated no increase in 
motor rates to rail rate levels. In fact, rail rates on the average 
dropped to regulated motor-carrier rates. The fears of the farm groups 
in these respects seem to be largely groundless. 

The subconimittee is convinced that the present situation with res- 
pect to exempt carriers is intolerable. The effect on the national trans- 
portation System, as a whole, is contrary to the best publie interest. 
It is far from clear, however, that the agricultural products exemption 
could be entirely repealed without doing injury to the farmers and 
violence to the intent of Congress in enacting the exemption. There is 
a place in the agricultural transportation picture for an exempt motor 
carrier for hire who could neither qualify under the farmer-owned * 
or casual and occasional * exemptions. It is quite clear from the 
evidence, however, that the operations of such a carrier should be 
curtailed sharply, limited to carriage from farm or wharf to the 
primary market, and restricted from competition in the nonexempt 
commodity traffic market. Further, the nature of exempt commodities 
clearly needs careful redefinition. Finally, it seems advisable to 
reimpose the judgment of the Interstate Commerce Commission as 
to the extent of the exemption, setting as a standard interference with 
the effectuation by the Commission of the objective of the national 
transportation policy. 


C. THE BULK COMMODITY EXEMPTION 


The section of the act setting forth the applicability of the regulatory 
authority of the Interstate Commerce Commission * also provides for 
certain exemptions, the most notable of which is known as the ‘“‘bulk 


49 Subcommittee hearing pp. 241, 812 
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commodity exemption.” The significant language of this exemption 
reads: 

Nothing in this part shall apply to the transportation by a water carrier of 

commodities in bulk when the cargo space of the vessel in which such commodities 
are transported is being used for the carrying of not more than three such com- 
modities. 
The bulk commodity exemption, along with others included in the 
same section, was made a part of the Transportation Act of 1940, 
primarily at the insistence of shippers and carriers whose interests were 
dependent upon a maintenance of the traffic of raw materials in bulk 
on the inland waterways. The Congress, in an effort to prevent what 
was alleged to be a severe dislocation of existing traffic patterns, agreed 
to exempt dry-bulk commodities, as well as liquid bulk freight (prin- 
cipally petroleum), exempted under another paragraph of the same 
section.! The rail common carrier has not been affected materially 
by the liquid bulk exemption, although it has undoubtedly unbalanced 
the barge-pipeline compe titive picture. This discussion will concern 
itself primarily with the dry-bulk commodity exemption, reserving 
the liqn tid bulk question for later pages. 

Dry-bulk commodities include such products as coal and coke, 
grain, ore, sand, gravel, and sulfur. Tonnagewise, exempt dry-bulk 
commodities comprised over half the total carried on the Mississippi 
and its tributaries by class A and class B water earriers.2> Oby iously, 
the three-commodity limitation contained in the section reduces the 
amount of exempt commodities which are carried free of regulation. 
The integrated tows of the common carriers by water, for example, 
are usually completely under regulation, even though a major part 
of the load may be of the so-called exempt commodities. But the 
effect of the exemption is not unsubstantial, and, since the end of 
World War II, when the demand for barge facilities outstripped the 
available supply, it has tended to become more keenly felt by the 
railroads and by regulated water carriers. The familiar pattern of 
competition between regulated and unregulated carriers has com- 
menced to become increasingly wider. The published rates of the 
common earriers by rail or water are an easy mark for the unregulated 
water carrier, and more and more dry-bulk traffic is moving by unregu- 
lated barges.° 

Representatives of unregulated water carriers have sought to 
minimize the effect of their competition on the rails, pointing to the 
relatively low percentage of total tonnage handled by all water 
carriers. One witness urged that all regulation of water carriers 
on the inland waterways system be withdrawn. 

The subcommittee believes that proper competition is a stimulus 
to transportation development. It knows, however, that improper 
competition can only force the adoption of noncompensatory rates by 
these carriers who, under regulation, must carry less remunerative 
traffic along with the more profitable bulk freight. The question of 
compensatory water-carrier rates is significant in this entire problem. 
In essence, however, the question is one of giving the shipper the 
benefit of the most economic carriage, with ful! consideration of the 


49 U.S. C., sec. 908 (b 
19 U.S. C., sec. 903 (d 
Subcommittee hearings, pp. 244, 1295 
Ibid., p. 242 
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true cost picture, and at the same time affording the common carrier 
the protection necessary for his continued existence. The competition 
of the unregulated water carrier of bulk commodities, exempted by 
section 303 (b) of the act, has resulted in lower rates for a few of the 
large shippers on the inland waterways. Also, it has resulted in 
increased rates to shippers on the waterways, who, because of size or 
type of shipment, must rely on the regulated common carrier by 
water. It has resulted in increased rates to shippers across the Nation 
who cannot take advantage of these lower rates due to location. It 
has resulted in financial disadvantage to competing common carriers 
by rail and water, with a consequent weakening of the national trans- 
portation system. Finally, as will be shown later, it has achieved its 
lower rate advantages at least partially through the expenditure by 
the Federal Government of revenues raised from ordinary taxpayers, 
competing shippers, and competing carriers themselves. The only 
justification for the situation is the aim of strengthening the national 
transportation system. When the net effect of this exemption tends, 
as has been shown, to weaken the svstem as a whole, disrupting the 
economic flow of traflic, then corrective measures are indicated. 

Kven assuming for argument alone that the competition of bulk- 
commodity carriers by water is inconsequential, it tends definitely to 
be unfair and destructive, and ts, therefore, directly contrary to the 
objective expressed in the national transportation policy.” 


D. CONTRACT CARRIER BY MOTOR 


The Motor Carrier Act of 1935 took cognizance of a new tvpe of 
motor carrier, the contract carrier, Which had its beginning shortly 
after World War I. Congress defined the contract carrier as any 
person (except a common carrier or express company, previously 
defined in the act) who, under individual contracts or agreements, 
engaged in the transportation by motor vehicle of passengers or 
property in interstate commerce for compensation.” 

The contract carrier evolved to fill the needs of the ship} er who 
could not or * pre ‘ferred not to provide his own carriers, and yet needed 
a more spec ialized transportation service than that su pplied by motor 
or rail common carriers. ‘The contract carrier there fore was initially 
a substitute for the private carrier. Early contracts were written on 
a relatively long term, individual basis, amounting in essence to a 
virtual dedication of the carrier to the needs of a single shipper, or 
possibly of a group of closely related shippers. On this background of 
specialized service to the individual shipper or group of shippers the 
contract carrier provisions of the Motor Carrier Act were written. 

Most contract carriers have continued to operate substantially in 
the same pattern. These contract carriers would agree with the 
almost undisputed premise that contract carriage is purely a substitute 
for private carriage. However, there is a disturbing proportion of 
so-called contract carriers who are, in effect, operating as substitutes 
for common carriage, by railor by motor. This, of course, is the point 
of contention between the common carriers by rail and motor, on the 
one hand, and the contract carriers by motor, on the other 
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Congress provided for regulation of — vet carriers principally 
on entry into the transportation field, by requiring that the carrier 
apply to the Commission for a permit to operate.” ‘The Commission, 
having first found that the applying carrier is qualified, and that the 
operation proposed to be carried on is consistent with the public 
interest and the national transportation policy, is required to issue a 
permit to the applicant. The permit is required by law to contain, 
among other information, the business of the carrier and the scope of it. 

ahaa further required, as a part of the Transportation Act of 
1940, amending the Interstate Commerce Act; that mimimum rates 
filed by contr: wet carriers by motor be those rates actually maintained 
and charged.” This amendment was added to meet the difficulties 
faced by common carriers by rail or motor in meeting the competition 
of contract carriers. ‘These minimum rates are available for inspec- 
tion by interested pes s,°' and may be protested to the Commission 
by those parties if believed to be in contravention of the national 
transportation ve 

further regulatory sanctions imposed on contract carriers by the 
Motor Carrier Act include the familiar provisions dealing with safety 
and uniform accounting systems.°® 

On the basis of these regulatory measures, as interpreted, adminis- 
tered, and applied by the Commission, representatives of the contract 
carriers insisted before this subcommittee that they were under more 
Vigilant and restrictive regulation than their competitors.** On the 
other hand, the common carriers’ representatives pointed out that the 
expansion of the contract carrier into the common carrier field has 
not been and cannot be limited under the sort of regulation being 
applied by the Commission at the present time.” 

In the first place, the common carriers contend that the restrictions 
on entry into the field have been far from adequate to limit the con- 
tract carrier to anything approxims iting his original scope of Opera- 
tions Reidel s cited show that some contract carriers have instead 
become competitors of and substitutes for common carriers, rather 
than for private carriers.” Testimony introduced at the hearings 
from reports of the ICC indicate that contract carriers have, to a 
considerable extent, adopted the practice of shopping around freely 
among shippers. ‘The Commission has had before it numerous cases 
in which it has sought to determine whether such practices have 
actually operated to convert “contract” carriers by motor vehicle 
into ‘‘common” carrier status. In the Craig Contract Carrier Appli- 
cation,’ the Commission held that the applicant was engaged in 
common-carrier operations because, among other considerations, the 
carrier had, at the time of the hearings, contracts with 18 shippers 
engaged in various lines of business. In a second ease,” it was held 
that certain contract carriers had unlawfully converted their operations 
to those of a common carier by serving an unlimited number of cus- 
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tomers. This competition, in and of itself, would not be overly 
prejudicial to the common carrier, although the contract carrier would 
have the distinct advantage of limitation to move remunerative traflic, 
and the right or duty to refuse traffic. 

The nondisclosure of contract carrier rates, particularly when 
coupled with the broad expansion of operations by contract carriers, 
has resulted in placing the common carrier by rail ot 
distinct disadvantage. The amendment of section 218 (a), earlier 
discussed,” is not a complete answer, although the contract carriers 
insist that it is. As the common carriers point out, the contract car- 
rier may include within those minimum charges posted a variety of 
services for which the common carrier must be compensated, and for 
which he must establish tariffs. The rigidly reg 
carriers Cannot compete with the flexibility of the rate and service 
structure of the contract carrier. 

This subcommittee believes the contract carrier has gone far beyond 
the scope intended when Congress enacte d the law applicable to him. 
Continued expansion of operations, along the pattern now evident, 
will seriously damage the common carriers and the national trans- 
portation system. We 
restrict the scope of operations of contract carriers to that of sub- 
stitution for private carriage, and that contracts between shippers and 
contract carriers be subjected Lo public regulation. 


motor at a 


ulated common 


ree that Congress take appropriate steps to 


E. PRIVATE CARRIERS BY MOTOR 


The same difficulties which have plague d common carriers by motor 
and rail in competition with contract and exempt motor carriers arise 
in those situations which involve the private motor carrier. The 
Coordinator of Transportation, in 1935, expresst d no fear of the ex- 
pansion of private carriage into the for-hire industry and made no 
recommendation for their inclusion. 

In the space of 5 vears, however, it became clear that correctivé 
steps would have to be taken Consequently, in 1940, seetion 203 
(a) (17) was added to the act, defining a private carrier in the follow- 
ing language: 


Sec. 203. (a) (17) * the term “‘priva wrier of property by 1 - 
\ 1 ! ar 1 rm ) led 
Ve 1( rT ) ra i 
terstate r rel yr ) 
the owner, less , or Dales whet! . ich t i morta ) : for 
lease, rent, or ba iment, or 1 rurt Trance yf ANY } I i: 


The optimism of the Coordinator in 1935 has certainly not been 
justified by experience. The tendency of regulation has again been 
to drive more and more traflie into unregulated carriage. The Com- 
mission advised the committee that there is substantial and frTowimnge 
private transportation over our highways, apart from transportation 
conducted directly by farmers 

Proceedings befor the ICC imdieate that transportation thus 


brought into question varies between in-bound LO pliant, out-bound to 


customers, or both. In one instance, a textile mill was shown to be 
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using 230 equipment units today as compared with 21 in_ 1937. 
Successive increases in rail and motor rates have of course been factors 
in the increase in the operation of motor vehicles by manufacturers 
and distributors. One of the arguments to the Commission in 
Fer Parte No. 168, 1948, stressed the point that a further increase in 
rail rates would lead to additions in the present private motor fleets. 

The Commission has been governed, in determining whether carriage 
is private in nature, by two standards, In the definitions of common 
and contract carriers there appears the phrase “for compensation.” ” 
This phrase is significantly absent from the definition of private carrier. 
Secondly, the definition of private carrier includes the phrase ‘‘in 
furtherance of any commercial enterprise.”’ These words have 
given rise to what has come to be known as the “primary business 
test.’ They have also given rise to considerable confusion. 

Obviously, no services can be performed for nothing. Equally 
obviously, all commercial transportation is in furtherance of some 
commercial enterprise. The Commission reexamined these standards 
in 1943 and came to the sound conclusion that neither of the tests 
was exclusive. Consideration obviously needs to be civen to both 
factors. 

The difficulty is, of course, that operations may be both types of 
carriage. According to the circumstances of individual cases, a divi- 
sion of the Commission has found certain operations to be private 
carriage and extensions of those operations to be ‘‘for-hire.”’ In one 
Instance, it was found that a trucking subsidiary which was also the 
parent company of several companies engaged in distilling or related 
operations, was a contract carrier in serving other subsidiaries of the 
parent company. Almost all shippers by private carriers consider 
transportation incidental to their primary busimess. Yet when the 
vehicles of these private carriers are unloaded at their destination 
and no return loads are available, the vehicle is “leased” for a return 
load, and this service is performed for compensation.” 

The subcommittee recognizes the right of shippers to operate their 
own vehicles, subject to reasonable requirements as to safety and 
limitations of the size and weight. We also recognize the fact that 
when the established rates of common carriers exceed the costs of 
private transportation, extension of private carriage is inevitable. 
Neither are we ignorant of the fact that private carriers render special 
services not available from common carriers. 

However, the record is clear that private carriers have engaged and 
are increasingly engaging in direct competition with regulated carriers. 
Their freedom from published tariffs and accounting to the Commis- 
sion, together with the fact that the private carrier looks on return 
loads as purely extra compensation, has led to serious rate cutting. 
The effect on common carriers, particularly common motor carriers, 
is extremely damaging. 

There is some evidence that the Commission is unable to cope with 


the situation because the law itself is insufficiently definitive.” On 
Sec. 203 (a) (14) and (15), Interstate Commerce Act 
78 Sec. 203 (a) (17), Interstate Commerce Act 
41. A. Woitishek Common Carrier Application, 42 M. C. C. 198, decided May 6, 1943. Subcommittee 
hearings, p. 1532 
7’ Commission brief in J. C. C. v. Jamestown Sterling Corp. (1945), 64 Fed. Supp. 121. Subcommittee 


hearings, p. 1200 
% Subcommittee hearings, p. 1200 
77 Ihid.. p. 1504 
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the other hand, it is clear that the major abuses complained of will be 
corrected by pro oe attention on the part of Congress and the Com- 
mission to commodity exemptions and leasing practices. We suggest 
that consideration be given to drawing a sharper ‘definition, and that, 
in any event, remedial steps be taken in the leasing and exemption 
fields. Primarily, Congress must insure that pri 
invade the fields of contract or common carriers be regulated in strict 
accordance with the true nature of their operations, 


vate carriers which 


F. TRIP LEASING 


nn . ‘ : 

The practice of le sing icles antedates DV Sé veral years the 

1 . , ie ; ] Mk te . 

Motor Carrier Act of 1935. Such transactions may be between motol 
. 1 | ] + y 

carriers and persons who own and operate trucks ‘but ao Nol possess 


interstate operating rights to transport traffic for compensation in 
their own name, between motor carriers with mterstate a ithoriza- 
tions, or between such carriers and exempt for hire or private carriers. 
When trucks are leased by owner-operators or carriers for a single 
trip only, the arrangement is known as trip leasing, and it 1s with 
this aspect that we are primarily concerned. Some motor carriers 
operate entirely with leased equipment while others operate with 
varying proportions of leased equipment. ‘There are many operators, 
especially among class II and III carriers, which do not lease any 
equipment. 

There is some que stion as to the constitutions ality of any regulation 
of leasing. In 1916 the Commission entered an order against the 
Pennsylvania Railroad, requiring them to purchase some tank cars 
which they had been leasing. The ICC went to the Suprem« 
Court,” which said it was the carrier’s prerogative to obtain equipment 
in any way he chose 


There is little doubt that a large number of motor common 


carriers are largely dependent upon the practice of trip leasing, and 
that the continuation of that practice is essential to the present 
method of operation in a significant segment of the industry.” For 


example, traffic into Florida is largely of a character sub rje ct to regula- 
tion, while there is relatively litt le out-bound traffic of this nature. If 
regulated carriers were required to supply equipment owned by them 
to carry freight into Florida, they would be forced to increase their 
present fleets enormously. These operators have turned to it leas- 
ing to get their cargoes into the State. Contracts are made generally 
with carriers who have agricultural commodities, usually trust, on the 
return, or north-bound, leg of the trip, and are therefore not subject 
to regulation. It would seriously and adversely affect leasing carriers 
if leasing were forbidden by law.‘ , 

The objections to the practice of trip-leasing hinge primarily on 
cutting of rates and shocking safety records. It would be misleading 
to generalize too broadly with respect to owner-operators who lease 
their equipment, but all too often their operations are characterized 
by irresponsibility. The subcommittee hearings contain significant 
evidence of intolerable highway carelessness.*!. Further, by use of 


7% U.S. v. Pa. R. R. Co. (242 U. 8. 208), subeommittee hearings, p. 1517 
7? Subcommittee hearings, p. 1512 

% Thid 

® Ibid., pp. 1513-1514 
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leased owner-operated vehicles, trucking companion are able to reduce 
costs substantially and therefore can and do cut rates below com- 
ne levels. In the judgment of the subcommittee the public 
interest, both from the standpoint of highway safety and the health of 
the industry, is being adversely affected. 

The responsible Commissioner stated at the subcommittee hear- 
ings *” that whatever undesirable results flow from the use of leases, 
“the large number of trucks available for trip leasing constituted a 
pool of vehicles available to carriers to meet peak demands and to 
avoid e mpty return movements when traffic is unbalanced; that many 
shippers fear that their service will suffer, or their charges will increase 
if this pool of vehicles becomes unavailable to carriers, and that an 
order requiring all motor carriers to own their vehicles would cause 
an enormous increase in investment on the part of many carriers.” 
He stated that “the disadvantages of such major readjustment at 
this time must be balanced by the Commission against the undesirable 
features connected with leasing of en in the light of the evi- 
dence and of the arguments presented by the parties.’ 

The legislative history of the act appears to refute the concept of 
regulation as stated above. The Coordinator expressed emphati- 
cally that the purpose of regulation, in addition to preventing an over- 
supply r of tr it ition, was to protect common carriers supposed 
to serve the pub lic generally; to strengthen the position of the 
common carrier; to require insurance of carriers by motor; and to 
make them responsible for injury and damage.“ 

Further, since 1935 the record is void of any responsible evidence 
that certificates or permits could or would be used to create a “pool 
of vehicles” or that holders would use such ‘‘pool.” 

On the other hand, if legislation were enacted to the extent that no 
merchandise could move except in the carriers’ own equipment the 
solution might be intolerable to the trucking industr 

In 1941, when unrestrained truck leasing had esis so widespread 
that the carriers themselves sought a solution to the problem, a study 

in by the ICC regarding leasing practices and a report was 
made in 1943. In 1947 the question was again revived. Leasing prac- 
tices had become more prevale nt during te war when the Office of 
Defense Transportation required maximum utili ition of transporta- 
tion facilities. The necessity for regulation became more apparent, 
and tentative rules were drafted by the Commission for presentation to 
the carriers for criticism. 

In January 1948, formal proceedings were instituted, Hr Parte 


was Decl 


Mt > The ICC conducted an informal investigation throughout the 
country and reports from the field staff of the Motor Carrier Bureau 
(ICC) listed specific instances where the leasing practice was being 


abused. This list enumerated abuses of 77 different types, and classi- 
fied the practices as resulting in, among others: 

(1) Unauthorized extension of operations; 
2) Operations by unauthorized carriers; 
) Unfair competition by leasing carriers with those not en- 
gaged in leasing; 


2D] 
) 
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(4) Failure of carriers to require drivers of leased vehicles to 

observe the regulations pertaining to hours of service; 

(5) Uncertainty as to parties responsible in cases of accidents 

involving leased vehicles; 

(6) Lack of control by lessees over operation of leased V ehicles 87 
Hearings were opened in October 1948, and continued until January 
1949. These hearings developed little industry opposition to leasing 
of equipment among motor carriers, but there was substantial argu- 
ment that rules should be adopted controlling the practice. The 
Common Carrier Conference favored uniform regulations applicable 
to all carriers, saving that no segment of the motor carriers should 
receive preferential treatment.” 

In the fall of 1949, the Motor Carrier Division set forth 1] 
proposals which were to govern leasing practices. On June 26, 1950, 
the Commission set forth five proposals as a result of evidence pre- 
sented. On October 31, 1950, arguments were presented to the 
Commission regarding various leasing proposals. It is hoped that the 
Commission soon will issue regulations governing leasing operations 


basic 


The subcommittee believes the argument that regulation of leasing 
is outside the jurisdiction ot the Congress to be without substance 
While the Congress may very well not forbid leasing, we are convinced 
that regulation of the practice of leasing and hiring motor vehicles, 
at least by common carriers, is not only well within the authority of 
Congress but is desirable and necessary in the public interest. We 
are inclined to believe further that the Commission is not without 
present authority to cope with the vast majority of the problems 
arising under the practice. Should it develop, however, that addi- 
tional: authority is required, we recommend that, in the interest of 
impartial regulation among competing motor carriers, sufficient au- 
thority to accomplish that end be delecated by the Congress to the 
Commission. 


G. DORMANT WATER CARRIER OPERATIN( AUTHORITIES 


It has been estimated that, of the 337 water-carrier certificates now 


outstanding, only 252 are still being used. A total of $5 authorities 
are dormant, and have been so for several vears.” The existence of 


outstanding but dormant certificates greatly intensifies the difficulty 
in determining to what extent new authorities should be granted 
Surplusage of transportation facilities, with concomitant destructive 
competitive practices, lone has been recognized as a danger to the 
well-being of the industry. 

There is no revocation authority in part IIL of the Interstate Com- 
merce Act such as is found in part lI and part iv ee Supreme 
Court has stated flatly that the Interstate Commerce Commission is 
without authority to revoke certificates or permits in whole or in 
part.” Once certificates have become effective, and after the time 
for rehearing has expired, the Commission may take no further action 
with regard to operating rights. 





8 Bureau Motor Carrier brief, Er Parte MC-48, ; 

8% Subcommittee heari! 8 R65, S68, 869 9, 12% 112 

& Sixty-third Ar 11 f ICT, 1949 

[lt id., pp. 53 212 f pt. Il ar i ( IV, I eA 





 Thid. 


% U.S. v. Seatrain Lines, Inc., 329 U. 8. 424 (1947); ICC Sixty-first Annual Report, p. 84 
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Obviously, water carriers must have reasonable protection against 
loss of operating rights where abnormal conditions or other extenuating 
circumstances have hindered resumption or continuance of operations. 
However, it certainly is not in the public interest to permit dormant 
operating authorities to remain outstanding indefinitely. The sub- 
committee is of the opmion that the ICC should be viven authority 
to revoke dormant certificates in the absence of special circumstances. 


H. EXEMPTION OF CONTRACT CARRIERS BY WATER 


Section 303 (e) of the Interstate Commerce Act directs the Interstate 
Commerce Commission to exempt from reculation contract carriers 
found not to be “‘actually and substantially competitive” with motor 
or rail carriers. ‘This exemption has given rise to a situation within 
the water-carrier industry similar to that in the motor-carrier indus- 


try The principle is, of course, the same in any competition between 
common carriers and unregulated carriers, regardless of the type of 
transportation. In the water-carrier industry, the contract carrier 
does not seem to have caused as much concern to the common carrier 
as his counterpart in the motor industry. This is probably because 


the contract carrier by water is more greatly limited geographically 
than is the motor carrier, and is closer to the original concept of the 
contract carrier for hire.“* 

In any event, the competitive advantage afforded the contract car- 


rier over the common carrier is a material one. A representative of 


water carriers suggested before this subcommittee that “a statutory 


requirement for the filing of actual rates by contract carriers would do 


much to stabilize the domestic water carrier industrv.”’” This sub- 
committee is tneiined to agree 

There would seem to be no real reason whv identical treatment 
should not be accorded contract carriers by motor and water. The 
competitive status within their respective industries is quite similar, 
ind the problem arising from it differs only in degree of effect on com 
ay ors 


It seems obvious that contract carriers Hy water should be required 
to file current contracts with the Commission, and that such contracts 
should not only be open to inspection by parties with a valid interest 
but should be subjected to regulation as we have recommended in 
connection with contract carriers by motor vehicle.” Further, we 
sugzest that the Commission survey certificates under which contract 
carriers are operating to insure that the operation is within the proper 


scope. 


I. THE NECESSITY OF SETTING RAIL RATES WITH A VIEW TO THEIR 
EFFECT ON COMPETING WATER CARRIERS 


When Congress brought under regulation the carriers on the inland 
waterways,” it provided a degree of protection from railroad rate com- 
petition which it feared might become destructive to the industry. In 
order to insure that the barge lines might not be damaged by alleged 


% Supra, pp. 17 et. seq. 

“4 Supra, p. 17 

% Subcommittee hearings, p. 1376 
Supra, p. 19 


7 54 Stat. L. 929; September 18, 1940. 
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contravention of the national transportation policy, the following 


language was writter into law: 


Differenees in ft classitveatio rat fares, charges, rules, r tlations, and 
practices of a water carrier in respect of water transportation from those in eff 
by a rail carrier with respect to rail tra Ortation shall not b leemed 

t Lise! ‘ mn, pl { yr disadvanta A 
t competiti 1 tl the mea r Of any provision of this ac 


On the other hand, competing rail rates, even though found by thi 


Commission to be compensatory, have been disallowed by the Com 


1 } 1 _ } 

mussion on the grounds that the hational transportation policy pro- 

VIsltol relating tO soll | econonmuc conditions among the several 
‘ cs ry ] } f ‘ 

earriers Would be Corntravehes me railroads OL COUPS* cL hot 
} } ‘ ] 

protected DV & DrovVISlOn siniuar to that quoted above ind the Com- 


inission would seem to be justified in regarding the omission of ary 


sinulat section as evidence of congressional intent that the caveat of 


the declaration of poli \ sh yuld be dul ey tly enfores cd AGalnst Crrriers 


mh competition Ww th water carriers. C‘ompetitive rates which al 
compensatory COULT hardly fall within th category of unital bid 
destructive competition against which the national transportation 
policy Warts further, compensatory rates ih ho wise cab De Suid to 
reflect anythu r but an economic use of the carrier, which certa ny 
is consistent with the policy’s declaratton—that the inherent ad- 
vantage of each mode of carrier is to be preserved Therefore, to 
force trathe by regulation Into le be ‘CONOMILC channels IS distil ‘thy 


contrary to the declaration of the national transportation poli Vv. and 


in the pric met of this subcommittee, should not be condor | ex~ 
cept for the most u it ot ons in the absenee of po ive show- 
Ing of destructive Gdamae LO Lhe Wacler-ca ier seement of the national 
' \ 1} } 
transportation Sten compensators races SHOUuLG be allowed 
Co LOD 
ri} 1 } } 4} 
The SO-Caitead CONUMOGILV Cialis¢ Was served nm the Int stat 
‘ 1 ? } 1? } ] l l 
Commerce Act 1 1906, when the ra OHd StL hed & VITlual MONOPOA.y 
+ | ‘ { II ' | ' f } nT f 
OL Lille Lal Orba Oth LICUStLE \ i ) Lic CCLLO cis ln p 
ha ' i i ( iis t 
Y ) ! t t i t 
| r a { the i factured I = ( I 1 Il | I ed 
it naer } An horit or wi } 9 ) ! noie oT al 
it mav have anv interest r or indireet 


The Supreme Court states the purpose ¢ this clause as be ing “to 

put an end to the Injustice to the shipp! oa publie, which expe ienee 

had shown to result from diseriminations of various kinds, which 

inevitably grew up where a railroad company occupied the incon- 

t 

tion placed on the operatio is of motor carriers or water carriers. 
Nevertheless, there Seems ampie justification {Ol extending to all 

carriers the prohibition against engaging in speculative commodity 


sistent positions of carrier and shipper.”’* There is no such prohibi- 


buying and selling. It is a salutary principle that the business of the 
regulated carrier be limited to the supply of transportation service. 
While there is no evidence indicating any substantial abuse, the 


*49 U.S. C., sec. 905 (¢ 
19 U. S. C., sec. 1 (8 
1 Tbid 


2 U. S. v. Reading Co., 253 U. 3. 26, 60-61. 
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best interests of the shippers and of the transportation system would 
seem to be served by an extension of the section to all carriers under 
regulation. 

Further, this section se rves as concre te evidence of the difference 
in attitude of regulation of the railroads on the one hand, and of the 
competing carrier on the other. If for no other reason than to insure 
the fair and impartial regulation required by the national transporta- 
tion policy, this prohibitive regulation should be made uniformly 
applicable to competing carriers. 


K. SUMMARY: IMPARTIAL REGULATION 


It is apparent that there must be fair and impartial regulation if 
the Nation is to enjoy a healthy transportation system. Further, 
there would seem no doubt that the fairness and impartiality of 
regulation must extend to regulation between competing modes of 
transportation, as well as to that between competing carriers of the 
same general type. The actuality of inequitable regulation between 
competing modes of transportation, even in a specific competitive 
area, IS a positive and immediate threat to the well-being of the 
national transportation industrv as a whole. 

There are two principles which should be followed zealously by the 
framers of regulatory law and those called upon to interpret and 
administer it. The first, amply documented by the regulatory diffi- 
culties being undergone by the common carriers in general and the 
railroads in particular, is that competing carriers, In any given com- 
petitive area must be subjected to or exempted from restrictive regu- 
I: ation with complete imp irtialitv and uniformity. Exceptions to this 
rule should be made only in the clearly demonstrated interests of the 
national defense or of the welfare of the national transportation system 
as a Whole 

The second principle which needs articulation through regulation is 
that which may be called the minimum rule. That is, as stated 
a student of transportation before this subcommittee,’ “Each type of 
transportation should be regulated to the fullest extent required 
the public interest and no more.’’ 

It mav be argued that there is a measure of seeming inconsistency 
between these principles. For example, the extension of regulatory 
measures to unregulated competitors of a regulated carrier might seem 
to run counter to the proposition that the best regulation is the least 
regulation. In fact, however, these rules are not inconsistent, but 
require a clearer understanding on the part of the Congress and the 
Commission of the nature of the publie interest in the national trans- 
portation system. Itis dhsictidahes to assume that the public interest 
Is entirely a matter of immediate rates and services. It 1s far more 
important that the system as a whole be maintained in a sound 
economy, and to encourage their development along progressive lines 
7 an it is to promote or protect segments of the industry. The sum 
of all the aggregate interests of the public in our transportation 
industry far outweighs the interest of any component of the public. 

Primarily, the chief administrative and legislatin e difficulties in our 
regulatory laws stem from their inflexibility. Differing competitive 
situations, either on a regional basis or commoditywise, require changes 


* Subcommittee hearings, p, 11 
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in approach and in application of the law. Flexibility of administra- 
tion admittedly requires greater discretionary authority in the hands 
of the Interstate Commerce Commission and, at the same time, 
greater latitude in the exercise of managerial function by the manage- 
ment of the carrier. Proper standards for the guidance of the Com- 
mission must of course be established, and it, in turn, must issue 
proper regulations for the protection of the immediate and long-term 
public interest A healthy and competitive transportation industry 
demands 2 degree ot fr edom ot ii tion if it IS to erTow and develop 
in step with other industries of the nation dependent on it Admin- 
istrative difficult, should not be a controlling factor when the national 
welfare is affected SO aire tly 


IV. FrperRAu Arps tro Domestic LAND AND WatrreR TRANSPORTATION 


Subsidy Isa government grant to assist a private enterprise aeemed 
advanta reous to the public Subsidy, as liscussed under Senate 
Resolution 50. however Is th contribution of Federal State, and local 
vrovernments to such tems as hivhwavs and waterway ; both of which 
benefit the public as well as private interest he current investiga- 


tion beine conducted under Senate Resolution 50 specifies that a full 
and complete study shall be made of such problems as may be deemed 
proper relating to 


e eff 1 i i 
ra po i ul } 
sts of prod , 1D 
In recent vears transportation subsidies have been a source of in- 
creasing concern CGarowlme interest has b Chr Lor ised on the fact that 


subsidy Imposes a burdet upon the general Laxpaye wna overnment il 


budgets. This OPIhioNn Was expressed mm the Presidential messave 
which accompanied the Federal Budget for the fiseal year 1951: 

The lo e} . 
portatio \ bye } 
system, substantially depend rf 
In some cases, of course, defense considerations or the need to foster 
some particular development may temporarily justify furnishing facil- 
ities at Government expens sometimes only part al use support of 
public facilities is possible because of the need to promote objectives 
otherwise unattainable, such as a producti . s<¢; or resources. [t 
might be desirable, however, for the Government to recapture an im- 
portant part, and in some cases all, of its expenditures, if, for example, 


facilities are provided for the benefit of transportation companies, 
though they in turn supply services for the using publie 

In a report to the President from the Secretary of Commerce, the 
following observations were made in this re spect 
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{nother important point is the extent to which subsidized trans- 
portation distorts sound economic relationship between competing 
forms of transportation. The railroads contend that the big “high- 
way freighters” fail by a large margin to meet their cost responsibili- 
ties and that this situation confronts the railroads with subsidized 
competition detrimental not only to the rail carriers but to the real 
interest of the industry as a whole.’ With respect to transport 
subsidies, the task force of the Hoover Commission reached the fol- 
lowing conclusions: 





If the potential contributions of the private enterprise system are to be realized, 


available traffic must be allocated among the competing forms of transportatio1 


in accordance with economic standards of price and service competition Wher 
a portion of the transportation plant is supplied initially by Government, workable 
ompetition can be maintained only if the cost of providing and maintaining sucl 


} 


facilities is charged against the direct users rather than against the general tax 


A. AID TO INLAND WATERWAYS 


The United States now has over 28,500 miles of improved inland 
waterways. The Mississippi River system comprises 12,073 miles, or 
almost half the total. The length and depth of our improved inland 
waterways system is shown in the following table 


Inland uwerways: Le th and depth 
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The volume of intercity freight traffic carried on inland rivers and 
canals has increased steadily and very consistently ever since 1925. 
The 8.4 billion ton-miles carried on inland rivers and canals in 1925 
increased to 13.4 billion ton-miles in 1935; 22.4 billion ton-miles in 
1940, 29.7 billion ton-miles in 1945, and 43.1 billion ton-miles in 
1948.° Except for the war period, the percentage of intercity freight 
traffic carried on rivers and canals also has increased. While the 
railroads’ share of total traffic decreased from 68.8 percent in 1946 to 


’ Public Affairs Bulletin No. 86, Library of Congress, August 1950, p. 22 
§ See table, Intercity freight traffic handled by railroads, Great Lakes and rivers and canals, subcommittee 


hearings, p. 198 
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61.5 percent in 1949, the percentage handled by inland water carriers 
increased from 3.2 to 4.6 percent. 

Of the 169,000,000 tons of domestic traffie which moved on inland 
waterways (excluding the Great Lakes) in 1948, 79 percent consisted 
of three bulk commodities: Petroleum; coal and coke; and sand, 


gravel, and stone.’° A large part of this traffic was handled by cat 
riers exempt from regulation under part II] of the Interstate Com 
merce Act. Figures compiled by the Army Corps of Engineers indi- 


cate that of 9,094 vessels and barges operating principally on the 
Gulf-Intracoastal and Mississippi River systems, 79 percent were 
exempt, 17.6 percent were regulated common carriers, and 3.4 percent 
were contract carriers. Table 32, at the end of this part, shows the 
ton-miles of freight carried on various river systems from 1920 to 1949 

According to the president of American \vaterwavs Operators (a 
trade association including common, contract, and private carriers by 
water), “domestic water transportation presently is in a generally 
prosperous and sound financial condition * * *.” He also 
testified that “there are no receiverships in the entire barge and towimg 
vessel industry 

Expenditures by the Federal Government to improve inland water- 
wavs properly may be called subsidies because the carriers which are 
benefited bear no part of the cost However, there are some subsidies 
which have little effect on competition either because they are isig- 
nificant in amount or because they aid many modes of transportation. 
The subcommittee recognizes that the cost of these subsidies cannot 
be recovered because it is virtually iunpossible to impose a realistic 
user chargt 

\s of June 30, 1948, the Federal Government had spent approx- 
imately $1.2 billion for the improvement of seacoast harbors and 
channels This was about one-third of the total amount expended 
for puand water projects, not including costs allocated to flood- 
control and power purposes The carriers benefiting from the 
Improvement of seacoast harbors aad channels rnclude those engaged 
in intercoastal and coastwise shioping, foreign water-borne commerce, 
inland river transportation, and domestic land transportation. For 
example, railroads own and operate marine equipment which moves 
approximately 10 to 50 percent of the total freight handled in the 
New York port area With so many types of water carriers 
forelg la il domestic, commercial and private ‘reight and passenger 
beneiting in varving degree from the improvement of seacoast harbors 
and channels, the problems involved in fixing fair user charges appear 
lasuperable in anv event, this tvpe of aid to transportation is SO 
generalized that it does little or no violence to the principles of fair 
competition embodied in the national transportation policy. 

IKexpenditures for the improvement of seacoast harbors and channels 
are becoming less and less significant from the standpoint of national 
transportation policy. The Chief of Engineers in his annual report for 
the vear 1948 called attention to the fact that the total backlog of 


¥ See table LI, subcommittee hearings, } 
See table prepared on the basis of figures compiled by the Board of Engineers for Rivers and Harbors, 
subcommittee hearings, p. 208 
Subcommittee hearings, p. 1271 
- Thid 
Annual Report of the Chief of Engineers U.S. Army, vol. 1, p. 22 (1948); subcommittee hearings, p. 192. 
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authorized and recommended river and harbor projects was over 
$3,949,000 Of this total backlog, however, only 9 percent includes 
work on seacoast harbors and channels." 

Federal expenditures in aid of Great Lakes transportation constitute 
an indirect subsidy to Great Lakes carriers. ‘The amount of the 
subsidy, however, is not large enough to affect nonsubsidized com- 
petitors. Of the current backlog of authorized and recommended 
Inland waterway projects only 6 percent are for the Great Lakes.'® 
In addition to benefiting from only a small portion of the Federal 
Government’s inland waterway expenditures, Great Lakes carriers 
do not compete to any significant extent with other domestic land 
and water carriers. It long has been recognized that it is unrealistic 
to impose a user charge on Great Lakes carriers for the purpose of 
equalizing competition. The late Joseph B. Eastman in his capacity 

s Federal Coordinator of Transportation pointed out that improve- 
ment costs on the Great Lakes waterway “are so small per unit of 
traffic that assessing them against users would have had a relatively 
minor bearimg on the volume of traffie.”’ 

Domestic coastwise and Great Lakes carriers also benefited from the 
navigational services performed by the Coast Guard and the Coast and 
Geodetic Survey of the Department of Commerce. The total cost of 


} 


ese Navigallonal ads for both sea and air transportation was so small, 


owever, that the cost properly attributable to any particular form of 

domestic water transportation may be disre rarded i studying the 
rooteMm 

Phe subsidization of intercoastal and coastwise carriers and Great 

Lua ; riers has not been great enough to dest troy the inherent 

vantages of competing modes of transportation or to make 

I onomically the IN position of user charges. On the other 

expenditure of public funds for inland rivers and harbors 


} } 1") . 
al and, unlike expenditures for seacoast woe Hoe and 
tended to promote a single form of transportatior This 


haa 
program which must be examined in greater detail in 
andards declared in ou national transportation 


tire iht of the st 


Subsia s to z land / we? and harbo transportation 
he Iederal Government has _ vast sums of money on the 
mprovement and maintenance of inland rivers and harbors. The 
isers OL these Government-provided transportation facilities pay ho 
LOLL OY OLher Charge. The entire cost is borne by the general taxpayer. 
‘he fact tha transportation on inland rivers and harbors is subsidized 
as been recognized In sO Many studies that no extensive citation of 
ithority for this fact is required. 
It seems inconceivable that anyone could deny the obvious fact that 


iand watel transportation is subsidized. Yet, Mr. Chester C 
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Thompson, testifying on behalf of an association of inland water 
carriers, and in reply to a statement by Senator Bricker, said: “We 
deny that there is a subsidy to the water transportation.” * The 
subcommittee has observed, however, that nothing in Mr. Thompson’s 
statement controverts the figures of other witnesses on the amount of 
subsidy extended by the Federal Government to inland water trans- 
portation. Mr. Thompson made a strong argument opposing user 
charges, justifving the subsidy to inland water carriers, and mini- 


mizing the amount of alleged subsidy. He vigorously attacked the 


motives of those who urged that the subsidy element in inland water 


transportation be abolished In the opinion of the subcommittee, 
however, the furnishing of transport facilities or services at Govern- 
ment expense for the use of a particular group of carriers without 
charge is a subsidy \ transportation subsidy does not become some- 
thing else simply because it may be in the national interest 

The subcommittee found very little difference of opi ion on the total 
amount ol thre Federal subsidy for mland Vaterwa transportation. 
Reports of the Chef of Kneimeers show that as of June 30, 1948, over 
$5 billion had been spent by the Federal Government to improv 
inland waterways.” Exel idine ( xpenditur s for seacoast harbors and 
channels and including certain expenditures for navi 
not included in the report of the Chief of Engineers, the total amount 





§ tion proyects 


of Federal funds devoted to the improvement of rivers and harbors 


was approximately $3.3 billion as of June 30, 1948 Including publie 
expenditures for all areas back to 1791, attention is invited to table 1 
of the appendix, which shows the expenditures to be over $4 billion 


\ lore important than the cumulative total of river and | arbor eX- 
penditures since 1824 are the recent trends in such expenditures 
Over 75 percent of those expenditures has occurred since 1920 and 
over 60 percent since 1930 The spiralin f the Federal rivet 
and harbors program is shown 1n the following figures 


Actua expend ire I a ear L049 . 9. 377. 909 
Estimated expenditures fisea 1950 210. 000. 000 
Kstimated expenditures fiscal vear LO5L_. 24 000. OOO 
' 1 . 41 ‘ } } 
Increased expend tures for the Mmprovement OF Trivers and Harvors 
| ] o} j 
have resuited in concomitant mereases u th Mnual SUMS requlil 
for maintenance and operation he cost of maintaining and opel 
atine inland waterway projects ros from $42.500.000 i 1940 to 


$50.200.000 in 1945: S6S8.000.000 in 1948: and an estimated S8$3.500.000 


in 1949 


At the present time there is a huge backlog of projects which alrea 
have been authorized by Congress Approximately 85 pereent of the 
authorized gna recone naded pro} 1 sre OM untrine Onastal anil inlan { 
waterways. he 1950 River and Harbor Act increased the total 
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number of authorized projects to 1.300: the estimated cost of com- 
pletion is $3.1 billion.* Projects which have been recommended but 
hot yet avuthorized would push the total estimated cost of the projected 
program well over $4,000,000,000. If these estimates are no more 
accurate than those eee by the Corps of Engineers in the past, 
the actual cost will be several times higher. For e xample, the House 
Appropriations Committee recently reported that the final construc- 
tion costs for 43 projects were 390 percent higher than the estimated 
costs of those projects at the time they were first authorized by 


( OHLTeSs. 


(2 Subsidic ° 10 particular wate rways 


Witnesses for inland water carriers contended that the expenditure 
of public funds to improve inland waterways could not be considered 
as a subsidy to them. Mr. Chester C. Thompson stated that official 
figures of the Corps of Engineers show that in 1947 the railroads trans- 
ported more than 20 percent of the total tonnage moved on inland 
waterways.” These figures, however, include traffic moving on the 
Great Lakes and in seacoast harbors and channels. We have already 
pointed out that the great bulk of Federal expenditures, approxi- 
mately 85 percent in recent years, has been for the improvement of 
inland rivers and harbors. We also have pointed out that the volume 
of traffic moved on the Great Lakes and seacoast harbors and channels 
is so great in relation to Federal expenditures that the amount of 
subsidy per ton-mile is negligible. 

The extent to which inland water transportation is subsidized 
could be appreciated better if the total subsidy could be translated 
into an annual cost per ton-mile on particular segments of the inland 
waterway system. Unfortunately, there is little data available which 
breaks down the total subsidy figures. In 1940, however, the Board 
of Investigation and Research did compute the amount of the inland 
waterways subsidy for 1940. After amortizing capital facilities, elimi- 
nating expenditures for obsolete facilities no longer useful to 
navigation, and allocating the cost of joint facilities as between navi- 
gation and other functions and as between foreign and domestic 
commerce, the BIR concluded that ‘domestic wate rway transporta- 
tion was subsidized in 1940 to the extent of about $125,000,000.” * 
Mir. Gregory 5S. Prince, appearing on behalf of the Association of 
American Railroads, discussed the factors which indicate that the 
BIR estimate for the year 1940 was conservative.” 

Using the basic data developed in the BIR report, the following 
table was submitted indicating the subsidy per ton-mile of traffic 
moving on the Mississippi River system in 1940: 


% Op. cit., Behling, p. 57. 


33 Subcommittee hearings, p. 227. 
4 Ibid., p. 1275 

38 See p. 30, supra. 

% Op. cit. Board of Investigation and Research; subcommittee hearings, p. 201 
#? Subcommittee hearings, p. 201 
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The above table indicates the extent to which subsidies placed 
other forms of transportation at a competitive disadvantage in 1940. 
Since 1940 total expenditures on inland waterways have doubled 
A larger share of total expenditures is being devoted to the improve- 
ment of inland rivers and canals. The amount of intercity freight 
traffic carried on rivers and canals in 1940 was slightly more than half 
that carried in 1949." It seems clear, therefore, that the subsidies per 
ton-mile of traffic on major segments of the Mississippi River system 
are greater today than they were in 1940. 


B. JUSTIFICATION CLAIMED FOR SUBSIDIES TO INLAND WATERWAYS 


Representatives of several inland water-carrier associations argued 
that subsidies either are justified or cease to be subsidies if the public 
receives a low-cost transportation service. For example, the state- 
ment submitted by the New York State Waterways Association 
declares in part: 


Federal funds expended for the improvement of these natural highways of 
commerce to develop greater facilities for increased navigation thereon, cannot 
be considered as subsidies in favor of water carriers lo the contrary, every 
dollar of public funds appropriated for inland waterways improvement purposes 
is authorized on the premise that low-cost transportation will result therefrom 


to the benefit of the general publ 
The Federal Government relies upon water carriers to furnish and operate 

necessary watercraft equipment to carry commerce through improved water 
routes in order that the public will be served with economical transportation. 
Therefore, it is plainly seen that water carriers are not the recipients of Federal 
subsidies but are recognized as those who implement the facilities so furnished to 
enable the Federal Government to fulfill its intentions and meet the demand of 
public interests.‘ 


The subcommittee cannot accept such specious arguments. All 
transportation subsidies result in a charge to the transportation user 
which is lower than that which would be imposed if the service was 
not subsidized. The facile assumption that Government-provided 
waterway facilities provide a low-cost transportation service and that 
the general public is thereby benefited completely ignores the fact 
that the “general public” is also the “general taxpayer.”’ There are 


* See table, np. 195, It 
’ Ibid., see table, p. 198 
 Ibid., p. 1383 
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special circumstances, of course, where the general public benefits by 
a transfer of part of the transportation cost from users to taxpayers. 
Such a transfer of cost, however, does not always benefit the general 
public. If this were the case, the only logical objective of the national 
transportation policy would be for the Government to provide “free” 
transportation to all shippers and passengers. 
1) Subsidies as a method of re gulating rail rates 

for many vears the subsidization of inland waterway transpor- 
tation has been supported as a method of lowering rail freight rates. 
This argument was repeated in the hearings held by the subcom- 
mittee. The following remark was included in a statement submitted 
by Mr. Paul D. Jackson on behalf of two associations whose members 
operate in the port of New York area: 


Unfortunately, todav, however, were it not for the existence of a growing and 
strong waterway-transportation industry, rail rates would be much higher, as 
witne t hie undreds of ex parte cases before the Interstate Commerce Com- 

ission, instituted by the railroads under section 4 of the law, seeking to lower 
rail freight rates which are in competition with other types of carriers. These 
cases demonstrate clearly to the American people that without competition in 
carriers they would be at the mercy of an unhampered transport monopoly which 


admittedly operating at a very inefficient level 
Mr. Chester C. Thompson, president of the largest trade association 
in the barge and towing vessel industry, said: 


Almost without exception, freight rates are lower where water transportation 
is available; and with few exceptions, the great manufacturing and distributing 


er f the Nation—and of the world for that matter—are located on navigable 
vaters rhe use of this form of freight carriage definitely keeps costs down, 
and thus means lower prices to all consumers. 

The influence of low water freight rates on all other freight rates is readily 
ict wit eda | expert ced trafhic men.,* 


Subsidies to inland water transportation as a means of depressing 
rail freight rates might have been a sound policy in 1850. One hundred 
years ago railroads in many areas had a virtually complete transporta- 
tion monopoly and were not regulated by the Federal Government. 
ver since 1887, Federal regulation of railroad rates has been con- 
sidered to be the exclusive function of the Interstate Commerce Com- 
mission. Regulation of railroad rates by the ICC is far more equitable 
and efficient than any attempt to regulate rail rates through a multi- 
billion dollar s tbsidly program. 

It is true, of course, that the subsidization of inland waterways has 
intensified competition between rail and water carriers. It is true 
also that rail rates in certain areas and on a limited number of com- 
modities have been depressed abnormally by virtue of water carrier 
competition inspired by Federal expenditures. In order to meet sub- 
sidized water competition, the railroads have filed thousands of appli- 
cations under the relief provisions of the so-called fourth section 
asking for the right to charge less for longer than for shorter distances. 
In addition, when rail rates have been depressed by subsidized water 
competition, there is a natural tendency to compensate for this loss of 
revenue by raising rates on traffic which is not vulnerable to water 
carrier competition. In the opinion of the subcommittee, subsidiza- 
tion of inland water transportation is not only an ineffective method of 
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rate regulation, but it sets in motion an ever-widening circle of dis- 
crimination among shippers, a condition repugnant to one of the 
fundamental purposes of regulation. 

It also is interesting to observe that while some of the witnesses 
for inland water carriers pointed with pride at the extent to which 
Federal inland expenditures have lowered rail rates, they also viewed 
railroad competition with considerable alarm This colloquy between 
Senator Bricker and Mr. Chester C. Thompson is fairly typical: 


Mr. THOMPSON ' These freight-rate reduction on particular cor 
modities and onlv it elect areas of tl country nit uly made desy 
the fact that the rail carriers have received general freight-rate increases of v 
over 50 percent in the last 4 vear are making it diff t tor yme water Carriers 
to continue In Dusiness and re ain solve U, } L¢ prop e to ado 

Senator BrickreR. Are those the depressed rate i ru to credit 
the American people? 

\[r. ‘THOMPSON Depre ed rate ves 

Senator Bricker. Then those are the ones you said e pu be 

Mr. THompson. That is 1 t; ves 


(= Subsidies as a re quiremeé nt of the national defense 


Virtually everv witness who testified on behalf of inland water 
carriers called attention to the fact that such carriers plaved a vital 
role in World War II and would likewise be essential in any future 
national emergency 6 The subcommittee is aware of the fact that 
the Nation’s inland waterways represent an important defense trans- 
portation facility. No useful purpose would be served in attempting 
to evaluate the relative worth of various transportation media from 
the standpoint of war mobilization requirements. We can ill-afford 
to lose any of our major transportation systems 

The importance of any method of transportation to the national 
defense does not, of course, justify a subsidy to that form of trans- 
portation. Moreover if the defense value of inland waterway trans- 
portation justifies a heavy subsidy for that form of transportation 
there is no reason, at least on military crounds, for not extending a 
comparable subsidy to railroads and pipelines (oil 

Our national transportation policy is predicated on the belief that 
the requirements of national security will be fully satisfied if the 
inherent economic advantages of all modes of transportation are 
recognized and preserved. The inherent economic advantages of 
inland water transportation never can be ascertained so long 
substantial part of the cost of that transportation is) borne by tax- 
pavers rather than by users 

The argument that national defense requires the Federal Govern- 
ment to provide and maintain inland waterways without cost’ to the 
carriers Who use them is an implied admission that inland water 
transportation does not possess any inherent economic advantages 
over other modes of transportation. We do not believe that inland 
Waterway transportation is so devoid of economic merit. The impo- 
sition of a fair user charge to reimburse the Government for the cost 
of the transportation facilities it has provided would not destroy 
inland water transportation. If the Federal subsidy to waterways 
were eliminated, the United States, in our opinion, would still have 
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a strong inland waterway system, and ap even stronger national 
transportation system. 


(3) Subsidies as a method of Se curing low-cost transportation Service 


In resisting any change in the present Federal subsidy program, 
witnesses for the water carriers most heavily relied on the argument 
that the general public benefits from the low-cost transportation sery- 
ice provided on inland waterways. ‘The princip: al spokesman for the 
industry said that water transportation ‘‘means lower prices to all 
consumers,” * “‘regardless of whether they live, work, or operate 
business on navigable waters or some distances therefrom.” Rail- 
road witnesses attacked these claims by pointing out that inland 
waterways serve only a limited geographical area, a relatively few 
large shippers,“ and facilitate the movement of only a limited num- 
ber of commodities.” 

Assuming for the sake of argument that inland waterway expendi- 
tures actually provide a “low cost” transportation service, we are 
inclined to agree with the water carrier witnesses that the benefits of 
the low-cost service are distributed generally throughout the economy. 
Any low-cost transportation of basic commoditie s probably would be 
reflected in lower production and living costs. 

The crucial point, it seems to us, is whe at or not Federal aid to 
inland waterways produces any real benefits which can be distributed. 
The answer of Charles L. Dearing and Wilfred Owen on this point 
appears impressive: 

When one form of transportation is subsidized by public expenditures for basic 
facilities, traffic may be attracted to the subsidized ageney, because rates do not 
have to cover total economie costs. In the case of water transportation, rates 
reflect only the cost of owning and operating the equipment, and not the cost of 
providing the waterway. The user of the subsidized water carrier pays only the 
“transportation cost,’’ and the remaining cost is borne by the general taxpayer. 
Savings accrue to the shipper, but from a national viewpoint the economy of 
water transport is illusory since the balance of total cost is met by nonshippers.5% 

The real danger connected with transportation subsidies goes far 
beyond the question of who, as a matter of equity, should pay the 
real transportation charge. The fact that from a national viewpoint 
the economy of a subsidized transportation service may be illusory 
does not make the savings any less real to the shipper. Traflic moves 
primarily in accordance with comparative rates. In spite of the fact 
that the development of the transportation system has been affected 
by governmental regulatory and promotional policies, individual units 
in the industry still expand and contract in response to the daily deci- 
sions of millions of shippers and passengers. It is that freedom of 
choice which, in the final analysis, has been responsible for the national 
transportation system we have today. That freedom of choice can 
be rendered utterly meaningless, however, if the Federal Government 
extends and increases its programs of aid to transportation. Pre- 
sumably, we would still have intercarrier competition and traffic man- 

# Subcommittee hearings, p. 1268 

 Ibid., p. 1276 

“Tbid. p. 204 

 Tbid., pp. 207-208 

8 Tn 1948, 83 percent of the domestic traffic moved on inland waterways consisted of eight bulk commodi- 
ties and about 79 percent of that traffic consisted of only three bulk commodities (petroieum and products; 


-~oal and coke; sand, gravel and stone) (subcommittee hearings, pp. 208-209). 
5! Subcommittee hearings, p 15438 


82 Op, cit., Dearing and Owen, p. 87 
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agers secking out the lowest rate. But, the transportation system 
would be molded by the Federal Government rather than by the votes 
of its citizens cast daily in the market place. 


C. REVISION OF FEDERAL PROMOTIONAL POLICIES FOR INLAND 
WATERWAYS 


l Imposition of fair user charge S 
All of the water-carrier witnesses who appeared before this subcom- 
mittee claimed that inland waterway transportation affords the public 


an efficient and economical service.’ In our opinior the “economical 
and efficient service’? which the national transportation policy is 
intended to promote means a service for which shippers bear the 
full Cosi We helieve that inland waterway Carriers can render 


economic and efficient service even though they pay a fair charge for 
the use of facilities provide d by the Federal Government 

We recommend that fair user charges be imposed by Congress for 
the use of improved inland rivers and harbors. Further, we would add 
a general recommendation that a user charge should be assessed against 
all carriers who obtain a significant competitive advantage of other 


( 
} 
i 





carriers as a result of Federal aid to transportation. This recom- 
mendation appears to be in accord with the legislative program of the 
President. In his budget message to Congress on January 5, 1950, 
President Truman said: 

The long-term interests of the general taxpayer, as well as the user of trans- 
portation, ill be served by the development of a balanced transportation 
system, substan independent of Government sup) f {Eimphasis added. |} 


In his recent report to the President, Secretary of Commerce 
Charles Sawyer advanced the following reasons in su 
mizing or eliminating transportation subsidies throu 
user charges: 


pport of mini- 


1 a svstem al 


One such yardstick [to measure the utility of Federal subsidy programs], which 
might well be considered immediately, is the general system of user charges 
Careful study should be made of the areas in which user charges are not now i 
effect. In those areas such as roads in which user charges already apply, it is 
desirable to determine whether each type of user is paying his fair share. Since 
the facilities are provided for the benefit of transportation users directly or for 
the benefit of transportation companies who in turn supply services for the using 
public, it might be desirable for the Government to recapture an important part, 
and in some cases, all of its expenditures. 

The imposition of charges, moreover, could provide conerete evidence of the 
actual value of the various aids which were being supplied. Failure of the users 
to utilize facilities for which some charge was made would sugg 
facilities are not economically justified. On the other hand, the prompt and 
adequate payment for other facilities might suggest that additional emphasis be 
laced on those parts of the program which the public was willing to support. 
I is recognized that wider imposition of user charges raises complicated problems 
which need to be explored Nonetheless, the Federal Government should under- 
take to study and resolve the issue of assessing user charges as speedily as pos- 
sible. 


st that sucl 


We recognize that legislation to effectuate our recommendation re- 
quires a full investigation devoted exclusively to the development of 
legislative standards which will determine when, and to what extent, 
user charges are “fair.”’ Our attention has been directed to a few of 


8 E. g., subcommittee hearings, p. 1386, 
T 


4 Op. cit., Issues Involved in a Unified and Coordinated Federal Program for Transportation, p. 24. 
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the problems which would arise in connection with prescribing an 
equitable plan of user charges: 

a) To what extent are individual segments of the inland water- 
way system subsidized? The answer to this question must be 
found because Congress probably will not be inclined to estab- 
lish a system of tolls for waterways where the amount of subsidy 
is negligible. 

bh) What river and harbor improvements benefit navigation, 
and to what extent should part of the cost be allocated to non- 
navigation purposes? 

c) What charge should be assessed if a full user charge would 
destroy the value of existing waterways? 

/) On what basis should user charges be assessed: ton-mile, 
vessel, cargo, or some combination of these? 

é) To what extent, if any, should determination of a fair user 
charge be affected by the fact that the location of particular in- 
dustries has been influenced by subsidized inland water trans- 
portation? 

Although the problems involved in formulating a legislative policy 
for user charges are extremely complex, the need for such a policy has 
long been recognized. Certainly the difficulty of-the problem should 
not further deter prompt attention to it. , 


D. AID TO HIGHWAYS 


Generally speaking, the principles applicable to Government aid, 
or subsidy, to water transportation, apply with equal vigor to Gov- 
ernment aid to motor freight Lransportatlon, We have chosen to 


explore the example with respect to waterways in greater detail for 


reasons which are more or less compelling. In the first place, the 
fixing of the cle rree of benefit and the beneficiary is a much lesser 
problem in the consideration of Federal aid to water carriers. 
Secondly, the contribution of water carriers to the maintenance of 
Waterways is not incapable of ascertainment. In the motor carrier 


field, not only is the contribution of highway users in proportion to 
their usage a matter of argument, but any attempt to establish an 
appropriate proportion in that contribution arouses immediate 


controversy. lt must be admitted, LOO, that reliable SUALISLICS with 
respect to motor carriers are hard to find. This is due only in part 
to the reluctance of the industry to supply them. Generally speaking, 


the vastness of the industry and the less-than-adequate nature of 


Government regulation of it simply preclude the collation of figures 


that represent more than what may be generously termed informed 
estimates 


The subcommittee believes it is essential to measure the problem 
and to take immediate further steps to meet it. To that end, we shall 
discuss in some detail the difficulties posed in measuring Government 


subsidy to commercial highway users, as well as some of the steps 

which have been taken, primarily by the several States, to meet those 

difficulties. [tis not unusual for the States to pioneer in this regula- 
a 


tory field. Indeed, in the opinion of the subcommittee, it is entirely 


logical that they do so. We commend the studies which have been 
SA railr 1 t iggested that the impossibility of recovering the full cost of certain waterways 
1 be i, but that t t ntaining and operat \ isting waterway should be used 





are cere meee 





DOMESTIC LAND AND WATER TRANSPORTATION oy 


made and are now under way, and particularly the efforts of the Sta 
of New York and Oregon for their attempts in the assessment of 
proportional user charges. 

The expenditures made by Federal i ) 
support the Nation’s highway systems are quit substantial 


J 


proposals for highway outlays ranging between $41 billios and > 
billion * have been suggested for the next 10 to 15 years to bring ; 
the Nation’s roads, streets, and highways up to standard essary 
to handle large, he av) ‘tucks in addition t other trafhe st ( 
mittee on Highway Finance of the American Association of Sta 


Highway Officials h: O ad that an annual ¢ ena ire OF ( OV’ 


$4 billion for the next 15 vears is required for the Natio su a 
highways 7 Such an annual outlav woul ye more tha » lio 
in eXcess of the L94S 0 itlay of ~ | billio for a limite view O} 
the YOVeETIINMN ntal CA’Pel | . l hic i) i1\ Ove Ul ! <1 
as well as that contribution of the vario iUss¢ ( Sel 
determined from special tax figures, s 
ing in the appendix to this repo Whi 
be recognized bety een red rai a 5 Arie era auto 
taxes IS a Matter o} poliey whieh is ID t to some areul 

The issue of subsidy to hig vy trans] ation centers el] ) 


{ 
the use by the laree ana hea I I 
city traflie of freight The traffie of large and heavy icles may 
i 


affect the annual costs of highways in 1 Waves he firs ( 
result 1s occasioned by th mpo 1O ot oO Del 
construction requirements Kxperience has shown 1 n adequat 


pavement suriace to carry passenger Cars al ruckKs up to § ( seq 


capacity of one and one-half tons may built for a « of appro» 
mately $15,000 per mile. Pavement surfaces equall rviceable fo 
heavier t ‘tucks with lieensed capacities up to 20 t i t S46.000 
per mile. state registration statistics mdicate tha I ital Motor 
vehicle registration in Nebraska in 1948 was 5 95, of v h 466,560 
or 91.7 percent, consisted of “light traffic’ passenger cars 
taxies, and trucks of ] tons Capi tv or less) a 2,565, ¢ ‘ 
percent, consisted of “heavi trathie’’ ve l les (Over | LO ( Pere 

“Of these heavier vehicles,’ the analysis conelu - “ONILV } le OVe 


10 percent have licensed capacities ot more t} iT) 1()} tor Th 3 () 


percent is the most destructive group of ve CLE 
The number of lane equired f i hichWway ad ehnas pl marily 
upon the number of vehicles using t] \ ea iods 
The composition of traffic also influences the number of lanes required. 
More lanes are required when a lat mber of trucks use the higl 


j way than Is required when all the vehicles are passenger cars Condi 
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the problems which would arise in connection with prescribing an 
equitable plan of user charges: 

a) To what extent are individual segments of the inland water- 
Way system subsidized? The answer to this question must be 
found because i oOngress probably will not be nie lined to esti ab- 
lish a system of tolls for waterways where the amount of subsidy 
ls neglioible. 

6) What river and harbor improvements benefit navigation, 
and to what extent should part of the cost be allocated to non- 
navis vation purpose s? 

c) What charge should be assessed if a full user charge would 
destroy the value of existing waterways? 

¢d) On what basis should user charges be assessed: ton-mile, 
vessel, Cargo, or some combination of these? 

e) To what ae if any, should determination of a fair user 
charge be affected by the fact that the location of particular in- 
dustries has been influenced by subsidized inland water trans- 
portation? 

Although the problems involved in formulating a legislative policy 
for user charges are extremel\ saunas the need for such a policy has 
long been recognized. Certainly the difficulty of-the problem should 
not further deter prompt attention to it. ‘ 


D. AID TO HIGHWAYS 


Generally speaking, the principles applicable to Government aid, 
or subsidy, to water anne ation, apply with eels vigor to Gov- 
ernment aid to motor freight transportation. We have chosen to 
explore the example with respect to waterways in greater detail for 


reasons which are more or less compelling. In the first place, the 
fixing of the degree of benefit and the beneficiary is a much lesser 
problem in the consideration of Federal aid to water carriers. 
Secondly, the contribution of water carriers to the maintenance of 
waterways is not incapable of ascertainment. In the motor carrier 


field, not only is the contribution of highway users in proportion to 
their usage a matter of argument, but any attempt to establish an 


appropriate proportion im that contribution arouses immediate 
controversy. It must be admitted, too, that reliable statistics with 
respect to motor carriers are hard to find. This is due only in part 
to the reluctance id thous to supply them. Generally speaking, 
the vastness of the mdustry and the sid ng age ete » nature of 


Government regulation of it si nply preclude the collation of figures 
that represent more than what may be generously termed informed 


stimates 


The subcommittee believes it is essential to measure the prob lem 
and to take immediate further steps to meet it. To that end, we shall 
discuss in some detail the diffie a s posed in measuring Government 
athe to commercial highway users, as well as some of the steps 

| 


which have been taken, primarily by the several States, to meet those 
difficulties. It is not unusual for the States to pioneer in this regula- 
tory field. Indeed, in the opinion of the subcommittee, it is entirely 
logic al that they do sO. We commend the studies which have been 





$A railroad tons uggested that the impossibility of recovering the full cost of certain waterways 


he re t 1, but that the t maintaini nd operatir in existing waterway should be used 
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made and are now unTice rway, and part i ularl \ the efforts Ol 


of New York ana Oregon for th ur at 
proportional user charges. 


The expenditures made by Federal, Sta 
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per hour or when a multilane road is traveled by 1,000 passenger cars 


per lane per hour. The total number of vehicles that either of these 
two types ol highways will accommodate decreases with the increase 
in the number of trucks on the highway. ‘Trucks have a greater 
effect upon highway capacity than the physical dimensions would 
indicate 

One truck on level terrain is equivalent to two passenger cars on a 
multilane highway and to 24 passenger cars on a two-lane highway. 
In hilly terrain one truck on a multilane highway is equivalent to 
four passenger cars, and on a two-lane highway is equivalent to five 
passenger cars. 

The following table,°* which has been prepared from the results of 
studies on a number of large highways, shows practical highway 
capacities under varying conditions. 


lLifiect of commercia ehicles on the pract cal capacil »f iral highways constru ted 


/ 


fo modern design standards 


IN LEVEL TERRAIN 


Pr 
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A special study made by the California Division of Highways at the 
suggestion of the joint fact-finding committee of the California 
Legislature revealed that the provision of highways adequate for 
heavy commercial-vehicle use increased costs of highway construction 
substantially. All construction projects designed and let to contract 
during 1947 (amounting to $43,600,000 in total cosi) were analwzed. 
lt was found that the cost would have been $35,700,000 had the 
highways been designed for light vehicles only. Heavy vehicles were 
directly responsible for $7,900,000 of the costs on these particular 
projects. 

Secondly, damage caused to the road by trucks may materially 
reduce the length of life of the investment. Officials responsible for 
highway administration and finance are viewing with increasing 
concern the damaging effects of heavy ily loaded trucks upon roadways 
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and structures, the burden of costs for their construction and main- 
tenance, and limitations upon the availability of highway capacity 
to other motor vehicles 

An obvious corollary is the increase in annual charges for mainte- 
nance and operation. The investigation authorized by the Cali- 
fornia senate led to the following recommendation: “Obviously, they 
heavy vehicles) should also share in the joint burden of highway 
maintenance and administration. On the ton-mile basis, they would 
be assigned 15 percent of these costs. For all expenditures, then, 
heavy vehicles would be held responsible for about 52 percent of the 


* 


their estimated user 
payments under the present tax system amount to less than 35 
percent of the total.” 

Finally, and not at all insignificantly, the operating characteristics 
of these trucks results in lowered capacity of the roads, and in hard- 
ships, danger, and inconvenience to other users 

The most fundamental question, that is, what proportion of the 
total cost of highways should be borne by all motor vehicles, has as 
vet received no satisfactory answer, and will not until more detailed 
study has been eiven to the relative benefits derived by vehicle owners 
and other beneficiaries from highways and highway improvement. 

Whether the heavy trucks pay adequate user taxes for their use 
of public highway facilities is vigorously argued. The truck oper- 
ators insist that they pay as much as, if not more than, the costs 
properly attributable to them, and assail methods of analysis and 
cost allocations which show them to be subsidized. 

It was indicated at the hearings that the tax chiefly relied upon by 
the States is the gasoline tax There are those who believe that the 
gasoline tax does not result in the pavment by the large and heavy 
trucks of their fair share of the cost of providing and maintaining 
public roads. Several of the States have made studies which indi- 
cate that the casoline tax gives preference to large and heavy trucks, 
and imposes an unfair discriminatory burden on the passenger 
automobile and light truck.” 

In most States Diesel fuel is taxed at the same rate as gasoline. 
More mileage is obtained from a gallon of Diesel fuel than from a gal- 
lon of casoline. Thus Diesel powered combinations, in some States, 


total costs according to this study 


gasoline users.” 

Alternate theories or methods of approach to the motor-vehicle tax 
problem were discussed in the report, Notes on the Problem of Allo- 
e 


pay less fuel taxes per mile of operation than do 


ating Motor-Vehicle Tax Responsibility Among Vehicles of Different 
ypes and Sizes.” Of the methods described, the incremental solu- 
tion, which assigns tax responsibility in accordance with the highway 
costs occasioned by the use of vehicles of different sizes, 1s the one 
most firmly grounded in engineering theory and experience. The 
gross-ton-mile solution, which would assess highway tax responsibility 
in proportion to the product of miles traveled and average operating 
eross weight has found favor in a number of recent investigations of 


Behling, op. cit., p. 28 


Report of the Subcommittee of the Standing Committee on Transportation of the Senate to the Cali- 





rnia Legislature, op. cit. Subcommittee hearings, p. 165 
* Subcommittee hearings, pp. 165-169. 
Ibid., p. 162. 


Ibid., p. 1043 
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the subject , chie fly because of its simplicity of concept and the relative 
ease with which the data and estimates needed for the solution can 
be obtained. But even for this solution in its simplest form, there is 
the prac ys difficulty that the weight and mileage of vehicles are not 
ninetied | vy the public records available in most States. And if it is 
desirable to apply to the ton-mile base varying rates of tax correspond- 
ing to different weight groups of vehicles, the problems presented 
became essentially the same as those of the incremental solution, A 
third type ot solut tion would assign highway tax responsibility In pro- 
portion to the savings in motor-vehicle operating costs resulting from 
highway improvements. Any one of these solutions requires the 
systematic accumulation of data pertaining to highways and motor 
vehicles. For a well-organized and thoroughgoing attack on the 
problems of motor-vehicle taxation a thorough program of research is 
required 
Studies of the effect of the magnitude and frequency of heavy loads on 
pavement life and maintenance costs may be accomplished in two ways 
First, by direct observation a measurement of the deterioration 
produced DY the repeated passage f heavy vehicles over selected ] pave- 
ment sections; and second, Dy statistical studies of the relation between 
the volume and weight composition of traflic and the annual costs of 
. ghways. Current ex: imples of these two types of studies are found 
the experimental road test that has been under way since June 22, 
1950, in southern Marvland on a 1.1-mile stretch of U.S. Route 301. 
The test strip is located 9 miles below oe and 45 miles south of 
Washington, D.C. The project is a study of the performance of a 
concrete pavement under operation of eight commercia l-tvpe vehicl 
loaded to 18,000 and 22,400 pounds on single axles and 32,000 and 


14,800 pounds on tandem axles. Each of these axle loads is applied 
to a separate section of pavement at an average frequency of about one 
per minute on a 24-hour basis. 


This project was first proposed by the Interregional Council on 
Highway ‘| ransportation at Columbus Ohio, on December 5 and 6, 
1949, and has been arranged cooperatively and financed by the State 
highway departmer ts of 11 States—Connecticut, Delaware, Illinois, 
Kentucky, Marvland, Michigan, New Jersey, Ohio, Pennsylvania, 
Virginia, Wisconsin—and the District of Columbia and the Bureau of 


> } 
ity} | < 
i If youds 


The primary purpose of this project is to observe and measure th 


effects of the frequent Rae ot of vehicles of known axle | mding at 
known speeds over a pavement of known composition and dimensions, 


ucted on foundations of known character 
‘his test is expected to determine the effect of truck transportation 
on our highways For the first time in the history of modern truck 


Const 


transportation, the industry and its bitter critics will acquire scientific 
facts which may settle some serious charges heretofore based on mer 
speculation. 

The third field of researe h essenthi | toa well-rot inde ve study of motor- 
vehicle taxation consists of the sti dy Ot mot vehicle ope rating costs 


under varving conditions that will vield estimates of the effects of 


highway Improvements on saving in such costs. Studies Oot this 
character mav be made in three different Ways bv the operation 
ot test vehicles unde! controlled COUCILTIONS : 2 \ the analys 5 


li 
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of records of motor-vehicle operations; and (3 by questionnaire o1 
interview studies. The items of motor-vehicle ownership and oper- 
ating costs most pertinent to the subject are the costs of fuel, lubri 
cation, tires and tubes, maintenance and repairs, and the capital-cost 


items of depreciation and interest Evaluation of the time factor is 
significant to motorist or commercial operator since time savings ai 
an important consideration in the design of road improvements. TI 
elements of highway improvement that are of the greatest importance: 
with respect to the benefits or savings derived by vehicles of different 
sizes include (1) reduction in distance between termini, (2) improve 
ment in roadway surface, reduction in rise and fall, (4) imp 
ments in cradients 7 lmprovements in alinement, iri { t | 


elimination of trafhie Stops and otner impediments to the tree flow 
traffic. 
Another field of inquiry essential to all of the alternative method 


of solution of the motor-vehicle tax problem is that of determining 


the distribution of travel of vehicles of different 1 pes and sizes amo! 
the several road and street svstems. Field measurements of 
volume and its COIMpoOsi tion by vehicle tvpes and weights provide the 
MLOst direct means ol obtaining such information 

Due to limitations on the extension of traflic measurement, it 1s 
necessary to resort to questionnaire or mterview irveys OL a sampi 
of the motor-vehicle population tespondents are asked to supply 
information regarding the miles traveled by their vehicles in a vear o1 
other period, and the d stribution o ich travel ove! the seve if road 
and street systems. In order that studies of this tvpe n be success 
ful, motor-vehicle registration records O! vhich tl sumples al 


drawn must be properly classified with respect to vehicle type and s 
The latter element should be expressed p1 ably in terms of d 


1] 
Or perhissi ble Gross Wel 


The required program of research as described in the preceding 
paragraphs is very complex and of formidable magnitude Nuch o 
the needed work, howev« has been aecomplished h 0 
being carried on furthermore, the mechanis! eXISts TOr eXpansio 
and intensification of the progran Act y der authoriza 
successive lederal-aid highway ar is Ss Ss al Nn 1) oO 
Columbia, in cooperation with the Bureau of Public Roads 
continuous research and record-keeping operations ol ¢ 
the study of motor-vehicle taxatior The Highwa Res h Boare 
of the National Research Couneil sponsors and coordinates research 
work, provides a research correlation service to al > ( na 
constitutes a forum for the discussion and publication of results Ihe 
American Association of State Highway Officials ho I sell a 
research ageney, Is active in encouraging highwa researe! ! f r- 
mining the need for further studies, and in enlisting the coop 


appropriate agen es to conduct then 
A summary of pertinent recommendations set forth in A Report to 


the Governor’s Conte enee is quoted to indicate one o 


] 
ment toward unification of purpose and unitor! Oo} 
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weed with reconstruction Sound engineering in road design, construction, 
yvement is needed to provide for present-day traffie needs and to elim 

i material dangers as narrow lanes and bridges, heavy grades, sharp 

turns, and rough surface This is not only an engine r problem—it is a 





financial problem, particularly a problem of the regulation and control of the use 








rf oad 
| t nmended that the State mediately reexamil it ighway plan- 
1 co ictio og { ss they have do sO 1 { i 
i} ee rrehensive studi of present and f re highway 1 
Wherever } ib inadequate pateh-work programs should be delaved until a 
comprehensive plan of improvements is developed 
Special atte on in planning and designing new highways should be devoted 
to is of 1 iffic and to hazard area O ‘ f far lies 
Seta 1 advance iy ve ent to « trud ) i CAarl\ i 0 ) 
hea i ) ary road 
SIZE AND WEIGHT LIMITATIONS 
\ roa v I Ise \ eb to cat id eding an ay 
weight of 18.000 pounds Most of the States have statutes which conform ) 
thi i Ina nber of States greater axle weights are p itted 
Rega f tions in state statute there are ex ylatio 
ry O\ ng of tru These violations——usua | 1 small pere 
if tr rs and operators—are causing material damage to our existing hich 
VaVs a ire gradually destroying, in large part, the $50 billion investment which 
the A ean people have in the highway system Che result is that in many 


available highway revenue must be used for 
‘ i ‘ needed new construction. 
lt cor nded that the size and weight limitations contained in standards 








of the American Association of State Highway Officials, ‘Maximum dimensions, 
welgi a i 1 is Of motor vehiels to be operate { over the highways of the 
Un 1 State be enacted into law and adhered to by all the States 
N ea in pre ize and weight restrictions should be permitted pending 
‘ \ l id capac) Aa | iriace stre t w bei ig 
1 ‘ Stat \ lepartn : cooperation W t United 
Sta P R 11S 
\ } i I il id Ate ( ] ( ! 
. a wal o 1 be provided { case 
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x ND FISCA LICY 
t red »t 1a 1 i i t s 1d 
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i ates, W ) t i 1 the States 
i i ( ew cons 
! i Sta ip i \ ( ’ I 
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Sta wher are {¢ ite, the motor-fu iN 
14 a y ; 
- L¢ i ht and mileage x, based on gross weight 
. ed r as an alternative. iner g registration fees or 
tor carriers so that these vehicles may bear their 
at il e tax Durdel 


Although much excellent work is being done in the study of motor- 
ly taxation, there is great need for a unifying force to give im- 
pet and a sense of direction to the program. Congressional author- 
ition of a comprehensive study of the subject, involving the coopera- 


\ Report to the Governor's Conference, 1950, Summary and 
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tion of the Fede ral Government and all the states, would provide this 
needed stimulus. Any Nation-wide appraisal of the extent to which 
motor vehicles of different types and sizes pay their way must analyze 
the situation which prevails in each individual State. The States and 
their civil subdivisions have the primary responsibility for highways 
nearly all special imposts on highway users are levied bv the States 
and the cost of roads to be paid for and the number of vehicles to pay 
varv from State to State 

In conclusion, it is clear that the ¢ ‘ongress should provi le the leader- 
ship in determining the proportionate share of highway costs which 
should be borne by heavy motor carriers, so that proper user costs 
mav be fixed. To that end, we recommend that the Bureau of Publie 
Roads be instructed to pursue and continue its study into the matter, 
so that a proper tax base mav be established and recommended to 


the several States Further, in order to minimize further damage to 
primary highways, we recommend that standard axle-load limits be 
fixed by C‘oner: ss, as a prer quisite to the ranting of Federal funds 
for highwav aid. Finally. we recommend that an extension of the 


current Federal transportation tax to carriers now exempt be studied 
to the end that those motor carriers might bear at least a partially 
equitable share of the Federal cost of maintaining our highways, 


V. THe Partricvtar Proeiems oF THE RAILROADS 


The subcommittee feels justified in devoting a separate section of its 
study to the problems of the railroads. They are the backbone of the 
American transportation svstem. This will continue to be the case so 
long as the railroads serve as the primary means for the movement of 
heavy materials and commodities in bulk No other svstem of trans- 
portation has demonstrated its ability to move all tvpes of freight, 
or to extend an unlimited transportation service in all areas to all 
classes of shippers lor the foreseeable future an efficient, ce pendable 
rail-transportation system seems necessary for the realization of the 
full potential of an expanding economy 

In time of war the railroads perform an indispensable service. 
Other forms of transportation have been promoted and developed with 
Federal funds because of their alleged importance to the national de- 


fense.’ During World War IT, however, it was the self-supporting 
railroad industry on which the Nation relied primarily for the move- 
ment of war traffic. About 90 pereent of all military freight and 
about 97 percent of organized military travel moved by rail.“* From 


the standpoint of national security the railroads have a marked in- 
herent advantage over other forms of transportation. Thev have a 
tremendous reserve capacity which can be utilized for war trafhie “by 
the simple, ready, and efficient expedient of putting more tons in a 
car, adding more cars to a train, running more trains on a track,’’® 
The expansion of railroad capacity in response to wartime requirements 
does not involve heavy demands for searce equipment, materials, or 
manpower. A witness for a trucking association observed that if you 
“take an S0-car freight train, with a crew of around 8 men on it and 


put that freight in trucks you will have from 160 to 200 men working 
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at a good job.” he witness was discussing the advantage of high- 

Way transportation in carrying out a policy of full employment. It is 

eed generally, however, that the availability of manpower fixes 

the | t to which defense production can be expanded in the present 

’ ency. In our present preparedness program the railroads are 
well-qualified to perform a vital role. 

e of the crucial importance of rail transportation, both in 


railroads have occupied a precarious financial 
past score of vears. The railroad industry stands 

one in its failure tosharein the general postwar prosperity.”’ 
irs the earnings of class I railroads “ have been insuflicient 
lo acquire the equity capital needed for the moderni- 
expansion of their equipment and facilities. The fact 
shave been inadequate at a time when the volume 
has been at record peacetime levels indicates that even a 

on might bankrupt the industry 

( i Vital segment ol the transportation industry to 


earnings is the crux of the transportation problem. 


| Lor our report we have attempted to determine the cause 
nancial distress and to sugvest remedies which ure 
(merican system of private enterprise. 

vears the railroads have received a steadily declining 
il freight and passenger traflic.” If this loss of traffie 
more economical and efficient service provided by the 
eompetitors \\ 6 would hot need Lo he unduly coneerned 
the railroads or their chances of survival. Presumably, the 
superiority of other forms of transportation would pro- 
Nation with a transportation system adequate for the needs 
ts postal service, and its defense. Sentimental 

for tl ‘iron horse’ is not a sound basis for legislative 

We have found, however, that the poor financial condition 

ds does not result from fair and free competition 
rs mainly have been responsible for the impoverishment 
) - Kirst, competitors of the railroads are subj ct tO a 
O rulation or exempted entirely from reculation 

3 thie tl ads have been prejudiced hy the subsidization of 
heir competitors. Third, railroads frequently have found 

- to mpete Decause, In the matter of rate determination, 

Oot manager al judgement and initiative has been curtailed 

Finally, the necessity and convenience provision of 

| ! lministered loosely, and as a result’ excessive 


been brought into existence through the issuance of 

: fieates ‘lsewhere in this report we have discussed in 
se deviations from the national transportation policy. 

her other factors which influence the railroads’ financial 
We do not believe, however, that the financial difficulties 
ids ean be attribut to an unreasonably high level of 
po s, overcapitalization, lack of tech- 

gy nt, or the absence of potential 

f our recommendations are designed 
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to alleviate losses which result from specific tvpes of traffic and from 
several provisions of Federal tax law which are particularly burden- 
some to the railroads. Such recommendations, however, are second- 
arv in importance to those already outlined which seek to restore the 
railroads’ financial health by providing an equitable regulatory and 
promotional framework for intercarrier competition. 


A. RAILROAD REVENUES 


J 


Except for the war vears, 1941 to 1945, the rail: ’ share of total 
freight traffic has shown a steady decline since 1926. In 1929 railvoads 
moved 78.28 percent of the total freight traffic By 1940 the rail- 
roads’ percentage had dropped to 62.12 pt reent Following the war 
their percentage of total freicht traffie was 66.67 percent in 1947, 
64.19 percent in 1948, and about 60 percent in 1949. 

The actual volume of freight handled by the railroads still exceeds 
prewar levels. The 1936-40 average of 339.5 billion revenue ton-miles 
per vear rose to an average of 651 billion revenue ton-miles during the 
war 194] 15 but declined from a post-war peak ot 654 billion ton- 
miles in 1947 to 637 billion in 1948, and only 526 billion in 1949." The 
postwar decline in railroad-freight traffic, both in volume and _ per- 
centagewise, has been matched by increases in the volume and per- 
centage of freight carrier by motor and water carriers.* 

The decline in the volume and percentage of passenger traffie carried 
by the railroads has been even sharper. The railroads’ share of com- 
mercial intercity passenger traffic * dropped from 75.2 percent in 1926, 
to 61.5 percent in 1940. Following a war-generated increase in 
passenger traffic, the railroads’ share of total passenger traflie dropped 
from 58.5 percent in 1947 to 56.3 percent in 1948 and 54 percent in 
1949.* There has been a corresponding annual decline in the aetual 
number of railroad passenger-miles.” At a time when railroad-passen- 
ger traffic has slumped both quantitatively and relatively, the passen- 
ger traffic of busses and airlines has increased steadily. 

While the figures showing the decline in freight tonnage handled 


by the railroads are alarming, they do not tell the whole story. There 
has been an even greater decline in tonnage hauled by the railroads in 
the high-rate commodity classification groups. ‘The shift in railroad 


traffic from the high-rate to the lower bulk-rate classifications, to- 
gether with the probable cause of that diversion, is discussed later 
in this report.’ It seems clear, however, that any further decline in 
railroad traffie will lead to insolvency for most of the industry 

When the revenues of any industry are being impaired by a declining 
volume of business, it is pertinent to ask whether inadequate volume is 
due to unreasonably high prices. Over-all transportation rates are 
not excessive. Freight charges constitute a relatively small and 
decreasing portion of national income. In 1946, total rail freight 


See tables 4 and 7 
Table [V, p. 19, subcommittee hear Attentior t t { hove 
refers to ton-miles for the Nation and p. 19 refers only to r¢ I 
See table 4 
Subcommittee hearings, table III, p. 14 
‘In comparing all intercity passenger mover 
picture is apparent See tabl Sands 
5’ Subcommittee hearings, table IIT, p. 14 
% Ibid 
’ Infra, p. 69 
' In 1946 and 1947, the income | I I 
percent of the total national ir , ca ( Monthly ( t tot ‘ A 
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at a good job.” he witness was discussing the advantage of high- 
Way transportation in carrying out a policy of full employment. It is 
agreed venerally, however, that the availability of manpower fixes 
the limit LO which aetense production can be expanded in the present 
emergency. In our present preparedness program the railroads are 
inherently well-qualified to perform a vital role. 

In spite of the crucial importance of rail transportation, both in 
War aha ih peace, railroads have occupied a precarious financial 
position over the past score of years. The railroad industry stands 
virtually alone in its failure to share in the general postwar prosperity.’”? 
In recent vears the earnings of class | railroads >have been insufficient 
to ehabie them to acquire the Cully capital needed for the moderni- 

ition and expansion of their equipment and facilities The fact 
lave been inadequate at a time when the volume 
of traftlic has been at record peacetime levels indicates that even a 
mild recession might bankrupt the industry, 

Che inabilitv of a vital segment ol the transportation industry to 

mamta aqequate earnings Is the crux of the transportation problem. 

In this section of our report we have attempted to determine the cause 

of the railroads’ financial distress and to suggest remedies which are 
nsistent with the American system of private enterprise. 


Laat rawdroad earnine’s 


fin the 2S > veal the ramroads have re ‘elved a steadily declining 
ht and passenger trafic.” If this loss of traffie 


e Ot the total treig 

resulted from a more economical and efficient service provided by the 
tilroads’ competitors, we would not need to be unduly coneerned 
about the railroads or their chances of survival. Presumably, the 
demonstrated superiority of other forms of transportation would pro- 
Vie tt Nation with a transportation system adequate for the needs 
if its commerce, its postal service, and its defense. Sentimental 
attachment for the “iron horse’ is not a sound basis for legislative 
action. We have found, however, that the poor financial condition 

of the railroads does not result from fair and free competition 
our factors mainly have been responsible for the impoverishment 
the railroads. First, competitors of the railroads are subject to a 
ive type of regulation or exempted entirely from regulation 
Second, the railroads have been prejudiced by the subsidization of 


many of their competitors. Third, railroads frequently have found 

impossible to compete because, in the matter of rate determination, 
erial judgment and initiative has been curtailed 
hnreasonal ly ina ly, the necessity and convenience provision of 
i¢ lav has beet administered loosely, and as a result excessive 
acilities have been brought into existence through the issuance of 
excess certificates. Elsewhere in this report we have discussed in 
some detail these deviations from the national transportation policy. 

There are other factors which influence the railroads’ financial 
condition. We do not believe, however, that the financial difficulties 


of the railroads can be attributed to an unreasonably hich level of 


rates, imprudent dividend policies, overcapitalization, lack of tech- 
logical progress, poor Management, or the absence of potential 
yurees of equity capital. Some of our recommendations are designed 


( ‘ perating 1 es it ess of $1,000,000 a year. Table 
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to alleviate losses which result from specific tvpes of traffie and from 
several provisions of Federal tax law which are particularly burden- 
some to the railroads. Such recommendations, however, are second- 
ary in imports ince to those already outlined which seek to restore the 
railroads’ financial health by providing an equitable regulatory and 
promotional framework for intercarrier Competition. 


A. RAILROAD REVENUES 


Except for the war vears, 1941 to 1945, the railroads’ share of total 
freight traffic has shown a steady decline since 1926. In 1929 railroads 
moved 78.28 percent of the total freight traffic By 1940 the rail- 
roads’ percentage had dropped to 62.12 percent. Following the war 


their percentage of total freight traffie was 66.67 percent in 1947 
64.19 percent in 1948, and about 60 percent in 1949. 

The actual volume of freight handled by the railroads still exceeds 
prewar levels. The 1936-40 average of 339.5 billion revenue ton-miles 
per vear rose to an average of 651 billion revenue ton-miles during the 
war (194] 15) but declined from a post-war peak of 654 billion ton- 
miles in 1947 to 637 billion in 1948, and only 526 billion in 1949.) The 
postwar decline in railroad-freight traffic, both in volume and _per- 
centagewise, has been matched by increases in the volume and per- 
centage of freight carrier by motor and water carriers.” 

The decline in the volume and percentage of passenger traffic carried 
by the railroads has been even sharper. The railroads’ share of com- 
mercial intercity passenger traffic * dropped from 75.2 percent in 1926, 
to 61.5 percent in 1940. Following a war-generated increase in 
passenger traffic, the railroads’ share of total passenger tr affic dropped 
from 58.5 percent in 1947 to 56.3 percent in 1948 and 54 percent in 
1949.54 There has been a corresponding annual decline in the actual 
number of railroad passenge ‘r-miles.~ Ata time w hen ee 
ger traffic has slumped both quantitatively and relatively, the passen- 
ger traffic of busses and airlines has increased steadily. 

While the figures showing the decline in freight tonnage handled 


by the railroads are alarming, they do not tell the rpg story. ‘There 
has been an even greater decline in tonnage hauled by the railroads in 
the high-rate commodity classification groups. ‘The shift in railroad 


traffic from the high-rate to the lower bulk-rate classifications, to- 
gether with the probable cause of that diversion, is discussed later 
in this report.’ It seems clear, however, that anv further decline in 
railroad traftie will lead to insolvency for most of the industry 

When the revenues of any industry are being impaired by a declining 
volume of business, it is pertinent to ask whether inadequate volume is 
due to unreasonably high prices. Over-all transportation rates are 
not excessive. Freight charges constitute a relatively small and 


decreasing portion of national income. In 1946, total rail freight 
See tables 4 and 
Table IV, p. 19, subcommittee hearit Att 
refers to ton-miles for the Nation and p. 19 refers only to reve 
= See table 4 
Subcommittee hearings, table ITI 
“In comparing all intercity passenger 1 
picture is apparent See tables 5 and 8 
Subcommittee hearings, table IIT, p. 14 
6 Ibid 
7 Infra, p. 69 
' In 1946 and 1947, the ineome of « I ] l inted, res] 1 t 2.89 
percent of the total national i nN I. ¢ C. Monthly ¢ , t t t \f 


1948, p. 6. 
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charges amounted to only 5.46 percent of the wholesale prices of 
commodities transported by rail, as compared with 8.4 percent in 
1939." These facts disprove the popular notion that rail transpor- 
tation costs over the past decade have taken an increasingly large 
bite out of the commodity price dollar. Although transportation 
charges have increased in absolute amount, the proportion of such 
charges to the total value of commodities transported has actually 
decreased by almost half. 

There is another metbod by which the inadequacy of railroad 
revenues may be proved. Average revenue per ton-mile, which was 
1.149 cents for the period 1921-25, declined until the postwar years 
Average revenue per ton-mile rose to 1.251 cents in 1948 and 1.340 
cents in 1949. In terms of the value of 1935-39 dollars, however, 
average revenue per ton-mile for the years 1946-49, inclusive, has 
been far below that of any year since 1921. Average revenue pet 
passenger-mile has followed ~ same trend.”' In short, transporta 
tion revenues have lagged far behind increases in prices and wages 
generally, 

B. RAILROAD EXPENSES 


The railroads’ diminishing share of freight and passenger traflic has 
been accompanied by substantial increases in operating expenses. 
Wages of railroad employees have increased from an average of 
74 cents per hour in 1939, to $1.57 in cage Although the rergeed of 
railroad employees has been reduced by » percent sl ce 1945, age 
payments in 1947 were 13 percent as eons in 1945.°° 

The prices of railroad materials and supplies nearly have doubled 
in the past 10 years.“ Although the cost of materials and supplies 
dropped slightly in 1949, it is probable that the cost has now reached 
an all-time high. 

‘Taxes represent the third major operating expense. Average taxes 
(exclusive of excise taxes) were more than twice as much during 
1946-49 than in any comparable prewar period. Average taxes for 
the years 1946-49 were $823,939,881, as compared with the wartime 
(1941-45) average of $1,252,962,756." The ratio of taxes to net Op- 
erating revenue, however, was greater in 1949—49.31 cents per dollar. 
This is greater than during World War II when the average ratio was 
48.3 cents per dollar.” In 1949, therefore, about 50 cents of every 
dollar which the railroads received after payment of operating expenses 
was paid to the tax collector. 

The effect of soaring operating expenses and a declining volume of 
traffic has been minimized only slightly by increases in transportation 
charges. Authorized increases in freight rates, for example, have 
amounted to only 57.3 percent over the rates in effect on June 30, 1946. 
The actual increase is considerably less because of adjustments to 
meet competition and the failure of any States to allow rate increases 








on intrastate traffic.” Also, there have been long and Reet delays 
Freight Revenue and Wholesale Value of Commoditie sported on Class I Steam Railroads 
the United States, Calendar Year 196, I. C. C. St issued 1948, | 
Subcommittee hearings, table X XII, p. 68 
[bid 
2 This increase ilthough greater than the increase in the Consumer's Price Index s somewhat less than 
at ¢ enced by employees in other transportation field See table 9, chart 
Ibid 
‘ Subcommittee hearings, p. 61, table XIX 
See table 1 
Subcommittee hearings, p. 66, table XXI 
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between increases in wages, and other operating expenses and final 
Commission authorization for higher rates to partially offset thos 
increases. : 

An analysis of spiraling operating expenses in conjunction with 
declining revenues produces numerous danger signals. Net railway 
operating income in 1949 was $315,000,000, or 31.5 percent less than 
in 1948." The net railway operating income of $686,000,000 in 1949 
was only about $100,000,000 greater than the annual average for the 
period 1936—40, and about $230,000,000 above the average of 1931 
35." Since railroads do not operate with a common purse, many of 
them sustained net operating losses. Low earnings during a period 
of general economic depression are understandable, but consistently 
low earnings in a generally prosperous time are the almost certain 
signs of a sick industry. The phght of the railroads is accentuated 
by the fact that net railway operating income (adjusted to 1935-39 
dollars) was less in 1949 than the income (adjusted) of every yeat 
since 1921, except two. 

Caught in the \ ise between higher operating expenses and diminish- 
ing revenues are the railroads’ stockholders, bondholders, and cus- 
tomers. The narrow margin between gross operating revenues and 
operating expenses (and taxes) must produce funds for expansion and 
improvement of f . ‘ilities and payment of dividends * and fixed charges 
This margin was 13.4 cents for the period 1931-35; 14.5 cents for the 
period 1936-40; po 14.4 cents in the war years 1941-45. In 1949, 
however, there remained only 8 cents of each dollar of gross operating 


revenue after payment of operating expenses and taxes.* In view 
of the fact that it takes ote of investment to produce $1 of annual 
net operating revenue,’ it is plain that the railroads as a whole are 


rapidly approaching disaster. ‘To be on safe ground, railroads should 
be earning a return on their investment comparable to that of the 
1926-30 period, or 4.76 percent. To do this, however, railroads some- 
how must attain a net income of $734,000,000 greater than their net 
income for 1949.' 


C. OPERATING AND MANAGERIAL EFFICIENCY 


In spite of inadequate earnings for many years, the railroads have 
carried out an ambitious capital- improvement program. Since 1921, 
railroads have spent $17,000,000,000 in capital expenditures to expand 
and improve equipment and roadways. In 1948 and 1949, capital 
expenditures exceeded 31, 250,000,000—higher than any year since 
1921.7. The railroads realize that this extensive program of capital 
improvement must be continued both in the interest of an adequate 
capacity and of increased operating economy and efficiency. 

The unhealthy financial condition of the railroads has not been 
caused by any lack of technological progress. The development of 
the coded track circuit has enabled traffic control to be centralized 

% Subcommittee hearings, p. 26, table VI 

# Ibid. p. 27, table VII 

1 See table 11 

2 1932 and 1938 (subcommittee he 
3 See table 11 

* Subcommittee hearings, p. 34 
8Tbid. p, 35 


*Tbid. p., 74. 
TIbid., p. 41, table XII 


, p. 74, table X XIII 
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to such an extent that a single track can now carry almost as much 
traffic as a double-track line. The service life of steel rail has been 
increased by 50 percent and the life of cross ties by 300 pereent. The 
tremendous growth in dieselization perhaps is the most important 
sign of technological progress. Diesel power which moved only 5.2 
percent of passenger-train car-miles and 0.05 percent of freight in 
1940 is now used in 49.3 percent of passenger service and 34.9 percent 
of freight service.’ Diesels can perform more work, more hours a day, 
operate over longer runs, and require less service than steam loco- 
motives. As a result of this superior performance, 1,600 of the 1,615 
power units which were on order on April 1, 1950, were Diesel units. 

Many people have been led to believe that the financial troubles of 
the railroad are due to poor management. All objective tests of 
operating efficiency refute the validity of this opinion. In virtually 
every element of performance—average freight-car-miles and net 
ton-miles per serviceable car-day, average net freight loads per car and 
per train, average passenger train speed, and utilization of passenger 
and freight locomotives—substantial gains in efficiency have been 
registered." As a result of increased freight-car capacity and greater 
operating efficiency, railroads today are moving over 20 percent more 
ton-miles than they did 25 years ago when they had 30 percent more 
freight cars." 

{nother criterion of railroad operating economy and efficiency is the 
comparison between current operating expenses per traffic unit and 
those of previous vears. In 1941, average operating expenses were 
$6.86 per 1,000 traffic units. The corresponding figure for 1949 was 
$11.55. After allowing for increases in labor and material costs, 
however, the average of $11.55 represented an improvement over 1941 
in the amount of $1.56 per 1,000 traffic units. Translating this saving 
in terms of total traffic units, the net saving in operating expenses over 
1941 amounted to $930,000,000. Without such savings—and 
assuming no change in revenues and expenditures were incurred—the 
railroads in 1949 would have incurred a net operating deficit of 
$244,000,000, and a net deficit of $492,000,000. 

The subcommittee does not mean to imply that there is no room for 
improvement in the ingenuity and initiative of railway management, 
In our opinion, however, many of the deficiencies of which manage- 
ment has been accused stem from the atrophy of managerial incentives 
caused by the tendency of the Interstate Commerce Commission to 
substitute its own judgement for that of management.' 


D. RAILROAD CAPITALIZATION 


The idea that the financial woes of the railroads have been caused by 
overeapitalization is fallacious. The railroads value their investment, 
after allowance for acerued depreciation, at about $24,000,000,000. 
The Interstate Commerce Commission estimates the value of net 


Investment at $21,000,000, 000 We believe that a total capitaliza- 
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tion of $21,000,000,000 seems reasonable. Since the total amount 
of railroad funded debt was reduced from the 1932 peak of 
$11,800,000,000 to $8,600,000,000 in 1948,'° the ratio of interest on 
funded debt to total operating expenses was lower in 1948 and 1949 
than for any year since 1921." 


E. HEAD-END LOSSES 


Except for the war years 1942 to 1945, inclusive, the railroads have 
conducted passenger-train service at a net operating deficit every veat 
since 1936." The amount of loss from passenger services has been 
growing at a rapid pace. From 1936 through 1940, the net railway 
operating deficit from passenger service held fairly steady around 
$250,000,000 a year. The deficit, however, reached $559,782,240 in 
1948, and about $649,000,000 in 1949. The 1950 passenger-trail 
deficit is expected to be about the same as 1949. The significance of 
heavy passenger service losses is best shown by the fact that if the 
railroads had broken even on passenger traffic in 1949, they would 
have made a return on their investment approaching that of the 
period 1926-30 (4.76 percent). While a return of 4.76 percent on 
investment is small, even compared with that received by public 
utility corporations, it would remove an immediate threat to the 
future of the railroads.’ 

The Interstate Commerce Commission recently estimated that 
about two-thirds of the total passenger service deficit in 1948 was 


attributable to head-end traffic.’ Although such traffic does not 
include the carriage of passengers, it is carried in the forward cars or 
“head-end” of passenger trains. The major items of head-end 


traffic are United States mail,” express, baggage, and milk. Losses 
in the transportation of property in passenger trains must be curtailed 
unless the Nation is ready to accept wholesale abandonment of train 
passenger service. Inasmuch as large-scale troop movements requir 
the maintenance of rail passenger facilities close to present levels, 
abandonment clearly is not the proper solution 


FF. LOSSES IN THE TRANSPORTATION OF MAII 


Railroads are losing money on their mail carriage business.** Thi 
subcommittee has found no accurate statistical determination of the 
deficit which is attributable to each type of head-end traffic. The 
difficulty of making a reasonably accurate estimate stems from the 
fact that figures on head-end car-miles are not divided as between 
mail, express, and baggage and milk “primarily because all three 
tvpes of traffic are often carried in the same car.’ Moreover, even 
if the problem of apportioning head-end ear-miles could be solved, 
it would be difficult to reconstruct a proper allocation of expenses 


Ibid., pp. 44 and 45, chart C 
 Thid., p. 46, table XIII 
® Statistics for pr vear } TC 
taxes between freight and passenger serv vered only the 3648. Ex Parte 168 ed A 
1949 
See table 10, appendix 
ier parte 168, decided August 2, 1949 
Mail pay received by class I railroads amounted to $170,181,620 in 1947, and $199,939,409 in 1948 
table 12 
22 By way of contrast, the airlines have been receivir 
the poundage of first-class intercity mail (plus air parcel post 
nine-tenths of this mail. Subcommittee hearings, p. 120 
23 Subcommittee hearings, p. 1481 
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among the various types of head-end traffic for past vears.** There ts 
general agreement, however, that the railroads lose money in carrying 
mail and that the loss is substantial. 

\t the outset it is important to observe that even the formula for 
determining the profit or loss as between freight and passenger service 
involves a considerable amount of discretion. For example, the appor- 
tionment expenses which are common to both freight and passenger 
service are based on the best judgment of the Interstate Commerce 
Commission. In breaking down the $649,000,000 passenger-train 
service deficit for 1949 as between head-end service and all other 
passenger-train service, it is impossible to avoid the elements of dis- 
cretion involved in making the apportionment. The Interstate 
Commerce Commission described its own method of apportionment 
merely as furnishing ‘‘a rough idea.’ Nevertheless, several witnesses 
attempted to calculate the amount of mail transportation loss involved 
in the total 1949 head-end loss of $399,000,000. Estimates of the loss 
incurred during 1949 in carrying mail ranged from $20,000,000 to 
$200,000,000.°° The witness, however, who estimated a $20,000,000 
loss for 1949, submitted a revised estimate fixing the loss as $117,- 
000,000.27 Although the subcommittee is unable to express an opinion 
with respect to the amount of railroad mail loss—other than that 
the loss is substantial——we believe that losses incurred by the railroads 
in carrving mail are wholly unjustifiable. 

The last permanent railroad mail rate was set in 1928. On four 
occasions since February 1947, railroads have petitioned the Inter- 
state Commerce Commission for increases in railway mail-pay rates 
in the aggregate amount of 95 percent. 

On December 4, 1947, the Commission authorized an interim in- 
crease of 25 percent retroactive to February 19, 1947. Since that 
increase became effective, the cost of transporting mail has increased 
more than 25 percent, with the result that ¢ ure nt mail transportation 
losses exceed those incurred prior to the 25-percent crease.” The 
Post Office Department and the railroads, however, recently negoti- 
ated a compromise mail-pay settlement, subject to LCC approve al, for 
the period February 19, 1947, to December 31, 1950. Under the 
terms of this settlement, the railroads were to receive an increase in 
mail rates of 49 percent over those prevailing prior to February 19, 
1947. The railroads, however, received approximately $950,000 ,000 
for transporting the mail during the period from February 19, 1947, 
to December 31, 1950,° when the Commission approved the 25-per- 
cent increase and authorized the Post Office Department to pay 
$152,000,000 in back mail pay. 

Action by the ICC with reference to the proposed mail-pay settle- 
ment should not, of course, delay prompt consideration of the petition 
of mail-carrying railroads for an over-all 95-pereent increase to be 





° . ; a ; mr : 
effective after December 31, 1950. The subcommittee sympathizes 
‘ Tbid., j», 1482 
5 For parte 168, 276 TJ. ¢ Cc’ 28 
2% Subcommittee hearings, pp. 1096, 1427 
a7 Ibid , p. 1554 
* Ibi p. 88 
® Postmaster General Jesse M. Donaldson’s press release of September 24, 1950 
“he railroads would have received approximately $1,090,000,000 if their four petitions had been granted 
in full and the increases made retroactive te th filing dates of the petitions, Railway Mail Pay No. 9200, 
R445 %) 
3} Hearings were held by the ICC on proposed agreements between the Post Office Department and the 
railroads, modifying present methods of computing mail pay Che practical effect of these proposals 
ncreased present rat by approximately i9 percent, or $152,000,000, approved December 8, 1950, Rail Mail 


Pay No. 920 Hearings were held open to determine the rates after January 1, 1951 
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with the predicament of the Postmaster General who, while aware 
that present railway-mail rates are not compensatory,” is faced with 
a large and growing deficit in the operations of his Department. The 
subcommittee also is aware of the manifold pressures which resist 
any proposed increase tn postal rates for second-class and third-class 
mail which contribute heavily to the Post Office deficit. The Hoover 
Commission estimated that in the fiscal year 1948, second-class mail 
(periodical publications) and third-class mail (miscellaneous printed 
and other mailable matter not exceeding eight ounces in weight) were 
handled at a loss of $187,000,000.% The loss to the Department in 
handling such mail is expected to be considerably higher for fiscal 
1951. Whether or not the dissemination of information contained 
in second-class and tpird-class mail matter should be encouraged 
through noncompensatory postal rates is a question outside the juris- 
diction of the Senate Interstate and Foreign Commerce Committee 
We are convinced, however, that the full cost of any such policy should 
be borne by the Federal Government and not by the railroads in the 
form of deficit-creating traffic. 

No one has a greater interest than the Federal Government in 
maintaining the passenger-train facilities of the railroads close to 
existing levels. The experience of two wars is sufficient proof that 
passenger-train service is essential to troop transport. The railroads 
cannot be expected to incur passenger service deficits year after year, 
even though in so doing they provide our Government with a trans- 
portation pool which is vital to its security. The least that the 
Federal Government can do is to make certain that its own action 
does not weaken the service on which its military strength depends. 
In these circumstances it might be expected that any doubts con- 
cerning the reasonableness of rates for the transportation of United 
States mails would be resolved in favor of the railroads. 

Section 321 (a) of the Transportation Act of 1940 provides in 
pertinent part as follows: 


* * * and the rate determined by the Interstate Commerce Commission 
as reasonable therefor shall be paid for the transportation by railroad of the 
United States mail: Provided, however, That any carrier by railroad and the 


United States may enter into contracts for the transportation of the United States 
mail for less than such rate * * *.44 

In the opinion of the subcommittee a “reasonable’’ rate for mail- 
transportation service means a rate high enough to yield a reasonable 
profit on mail-carriage business. ‘To the best of our knowledge the 
Interstate Commerce Commission has not announced any contrary 
interpretation. Inasmuch as petitions for increase in mail rates are 
now pending before the Commission, legislative action at this time 
would be premature. 

[In the event that action taken by the Interstate Commerce Com- 
mission in pending mail-rate determination cases does not result in 
a rate which is fully compensatory to mail carrying railroads, Congress 
should amend section 321 (a) of the Transportation Act of 1940 to 
provide for compensation for the transportation of mail sufficient to 
cover all costs which may be attributed fairly to such transportation, 
plus a reasonable profit. 





2 An extensive and detailed cost study, based on data collected in 1948, a project join 
by the railroads and the Post Office Department, shows that fully allocated cos perfor i 
portation services greatly exceed the revenues therefrom See Cole study 
Report of the Hoover Commission on the Post Office, March 1949, p. 5 
454 Stat. 954.49 U.S.C... see. 16 
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(] Railway EL Press losses 

Another major source of, head-end traffic loss is railway exress 
service. This service is rendered by the Railway Express Agency, a 
wholly owned arm of the railroad industry. Revenues of the Railway 
Express Agency have been declining at an alarming rate. As a result, 
the Railway Express Agency has been unable to pay the railroads 
anything approaching the cost of the express service. As in the case 
of mail losses, no accurate determination has been made with regard 
to how much of the total head-end loss ($399,000,000 in 1949) is 
attributable to railway express service. 

The decline in the volume and revenue of railway express is due to 
the subsidized parcel-post service of the Post Office Serieen 
Within a wide range of size and weight limits,*° many pac kages may 
be handled either as parcel post or as railway express. The Railway 
Express Agency, however, cannot compete for this *traffie becausi 


parcel-post rates are not compensatory. The Hoover Commission 
estimated that the Post Office lost over $70,000,000 on parcel-post 
fourth-class) mail in the fiseal vear 1948.7 The diversion of traffic 


from railway express service, as the result of noncompensatory parce |- 
post rates, has a double-barreled effect on railroad revenues. Because 
of inadequate mail rates, the railroads not only sustain a loss on the 
operations of the Railway Express Agency, but also on their traffie 
which is diverted. 

In the a of the subcommittee there is no justification for the 
action of Government in subsidizing its own parcel-post service 
in competition with private railway express service. A subsidized 
Government transportation service in competition with a nonsubsi- 
dized private service cannot be squared with the declared national 
transportation policy. In addition, the deficit which stems from rail- 
Wav express service has the same harmful effect on the national defense 
as other tvpes of passenger-train service deficits. The Postmaster 
General and the Interstate Commerce Commission should take imme- 
diate action looking toward an increase in parcel-post rates to compen- 
satorv levels. 

In testimony before this subcommittee several railway executives 
recommended passage Ol bills then pe nding in Congress * to increas 
parcel-post rates Generally, it is not recognized that Congress has 
adopted any policy of subsidizing users of parcel-post service. Whil 
Congress has fixed postal rates for first-, second-, and third-class mail, 
parcel-post rates have not been frozen by law. The Postmaster 
General already as the power, “subject to the approval of the Inter- 
state Commerce Commission, after investigation,”’ to establish rates 


l 
Il 


for parcel-post mail In commenting on the failure of the Postmaster 
General to utilize this power, the Hoover Commission task force which 
investigated thre Post Office said: 


rlowe CCAS lela oecurred in securing final approva 
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In the opinion of the ge CD the existing law concerning 
parcel-post rates is superior to legislative rate making. If, however, 
existing parcel-post rates are oa revised by administrative action, we 
urge that the Senate Interstate and Foreign Commerce Committee 
support legislation placing parcel-post rates on a compensatory basis. 

The subcommittee is much disturbed by the prolonged delays which 
seem to attend almost every proceeding before the Interstate Com- 
meree Commission. In many mail-rate determination and rate- 
regulation cases, the time-consuming procedure of the Commission 
has had the practical effect of impairing the financial condition of the 
railroads. Questions of administrative reform have not been included 
within the scope of our investigation. We respectfully suggest to the 
Commission, however, that the problems connected with stre amlining 
its procedure will not prove to be insoluble if the relationship between 
railroad finance and the national defense constantly is kept in mind. 


) 


Baggage losses 


The third type of head-end loss incurred bv the railroads arises out 


of the handling of baggage and milk in passenger cars.4! The rail- 
roads provide baggage agents, equipment for the handling of trunks, 
and reserve valuable space to satisfy a decreasing demand for checked 
bageage service.” In view of the es of an increasing number 
of travelers to rely on hand MgEage, it s possible that some saving 





could be made by moving baggage in fre ih tears. Baggage head-end 
losses, however, appear to be neds ‘rably less than those experienced 
by the railroads in carrying mail and express. In view of the fact 
that very little testimony was offered on baggage losses, w ao no 


think it advisable to enter any recommendation of this subject 


G. LOSSES INCURRED IN THE CARRIAGE OF PASSENGI : 


Only $250,000,000 out of a total $649,000,000 passenger-train 
service loss in 1949 resulted from the carriage of passengers am 
related service. Elimination of passenger losses would benefit the 
railroads and would improve defense transportation facilities. Ship- 
pers of freight would also benefit to the extent that freight rates 
would not have to be calculated with a view toward absorbing such 
losses. 

Mr. John R. Turney, testifying for the National Bus _ c Asso- 
ciation, recommended that the railroads discontinue a large part ol 
their present a service. Mr wl contembed that 
the elimination of all nonprofitable passenger-train service would 
increase net oper: ating income in the amount a current passenver- 
train losses and give the railroads an adequate return on their freight 
operations. The subcommittee does not agree with that proposal 
even on the assumption that passenger-train losses are incurable 

It may be assumed that the ICC apportionment of revenues and 


expenses as between freight and passenger service is reasonably 
accurate. The fact that the method of apy ortionment, prescribed 
by the Commission, revealed a loss of $649,000,000 in 1949 from all 


rail passenger-train services lead not mean, however, that that 
" Railroad accounts treat bags 
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amount would have been saved if the railroads had not operated all 
unprofitable passenger-train service. 

\Ir. F. G. Gurley, president of the Santa Fe Railway System, 
pointed out that the Santa Fe has 500 one-man stations where a 
portion of the salary of one man is allocated to both frieght and 
passenger service.“ Discontinuance of passenger service would not, 
of course, reduce the salary of those men nor would it reduce the heat 
and light bills of the stations involved. 

\ widespread reduction in passenger-train service would cut pas- 
senger losses by shifting items of expense now allocated to passenger 
service over to freight service. The financial condition of the rail- 
roads would not be improved. Since the continuation of adequate 
passenger-train service is vital to the national defense, some solution 
for the consistent losses incurred must be found. Instead of drifting 
toward an eventual choice between the twin evils of nationalization 
or subsidization, the subcommittee suggests as a more practical 
remedy implementation of the existing statement of national trans- 
portation policy 


. , ; 
Aba donment losses 


Some passenger-train operations, particularly those of branch lines, 
have proved to be so unproductive that there is no possibility that 
they can every be conducted at a profit. Although railroad manage- 
ment has been criticized for not ridding itself of unprofitable passenger- 
train service,” the right to abandon branch lines operated in intra- 
state commerce is controlled by State regulatory bodies. The amount 
of passenger-train service for which abandonment is, or may be, the 


only practical solution is not large in comparison with total rail 
passenger service The inability of the railroads promptly to dis 
continue passenger-train service which is hopelessly unprofitable has 
resulted in heavy losses 

The testimony of Mr. C. M. Davis, president, Atlantic Coast Line 


Railroad Co., explains the extent and the cause of losses attributabl 


to consistently unremunerative passenger service Mr. Davis 
pointed out that his company in the 34-vear period from January | 
1947, to June 30, 1950, filed 17 applications with 6 State commissions 
asking the mght to withdraw unprofitable passenger-train service 
The aggregate elapsed time between applications and hearings was 
over 4 vears, during which time Atlantic Coast Line lost $782,000 
on the service it was seeking to abandon.’ Between the dates of 
hearings and the dates of decisions, the loss of Atlantic Coast Line 
on th yasseng rains involved in those cases Was estimated at 
$545 000% In the elapsed time from the dates of the decisions to 


actual withdrawal of service (or to June 30, 1950, in cases where 
applications were denied), the loss suffered by Atlantic Coast Line 
was estimated at $830,000.% In summary, the abandonment pro- 
cedure followed by Atlantic Coast Line on 17 applications during a 
oo-Vear period consumed an aggregated elapsed time of 13 vears | 
month and 28 days during which period the railroad lost approximately 


$2,160,000 on the passenger service involved A considerable part of 
* Subcommittee hearings, p, 1415 
“Ibid., 7 l 
“ Ibid., pp. 1443-1448 
* Tbid., pp. 1453-1454, statements Nos. 7 and § 
* Ibid. 
* Ibid. 
® Ibid 1448 
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the unprofitable service involved in those applications continues to be 
performed at a substantial loss. 

Perhaps the best illustration of the hardships which the railroads 
suifer by reason of the abandonment policies of State regulatory 
bodies is the experience of Clinchfield Railroad in which Atlanti 
Coast Line has a one-half leasehold interest. Mr. Davis testified 


Clinchfield Railroad operates daily passenger-train service between | 


City, Ky., and Spartanburg, 8S. C. The deficit resulting from such operatiot 
L948 was $206,344, and ratio of expense to revenue 256.06 

That was in 1948 In 1949, the deficit was $266,808, and the rat f exp 
to revenues 322.55 

In July Clinchfield Railroad sought relief from a portion of the burde f 
these deficits through reducing the service from daily servic n each direct 
(14 trips per week) to triweekly service (6 trips per week Although the trains 
in question are definitely interstate trains, it was necessary for Clinchfield to 
seek authority from ho tess thar fi\ State cOmmissions for t] redu oO I 
service, namely, the State co! issions of Kentucky, Tennessee, Virginia, North 


Carolina, and South Carolina, because the trains operate through each one of 
those States 

Authority for the reduction in service was promptly granted by the Stat 
commissions of Kentucky, Virginia, and Tennessee, and effective December 27 


1949, the service between Elkhorn Citv, Ky., and Erwin, Tenn., was reduced to 


three trains weekly in each direction. In the absence of appropriate authority 
from North Carolina and South Carolina commissions, Clinchfield necessarily 
has continued to operate one passenger train daily in each direction between 
Erwin, Tenn., and Spartanburg, 8. C. Although hearing on the Clinchfield 
application to the South Carolina commission was held October 25. 1949. no 
action has vet been taken by that commissior The North Carolina commis 
sion, on July 7, 1949, denied the Clinchfield application by a vote of 3 to 2 Se) ae 


The Interstate Commerce Commission has no jurisdiction with 
regard to the abandonment of local passenger trains operating in 
intrastate commerce Most of the incurable passenger-train losses 
are those of branch lines. The proviso of section 1 (17) (a) of the 
Interstate Commerce Act., read 
Provided, howeve That not n this part sha ! ulr or affect the right of a@ 
State, In the exercise Of its pouce power, to require st and reasonable fre 


and passenger service for Intrastate business 


There has been a natural reluctance on the part of many State com- 
missions to authorize abandonment of intrastate passenger service, 
They are subject to strong local pressures for continuation of service 
which benefits certain communities, even though it actually is subsi- 
dized by shippers generally. 

In the opinion of the subcommittee, the difficulty in abandoning 
unprofitable branch-line passenger trains imposes a heavy burden on 
interstate commerce. The regulatory powers of the States over intra- 
state rates are limited by virtue of the power of the Interstate Com- 
merce Commission to see that rates established by State commissions 
do not affect interstate commerce adversely. In the interest of a 
truly national transportation policy, we believe that the Interstate 


Ibid »~p 1446 





2A certificate that public convenience and necessity will per t abandon nust b Otained from 

the ICC for the abandonment of interstate service Interstate Commerce Act ‘ s 19 Stat 13 
49 Stat. 543 

‘4 The action of a State in requiring passenger service which the railroad contend unjust or un ” 
able is subject to judicial review, but it is not reviewable by the IC¢ ubcommittee hearings, p. 30+ 

55 Sec. 13 (4) of the Interstate Commerce Act provides that whenever the [CC fir ul . ‘ 
rate [imposed by authority of any State] * * * causes any undue, unreasonablk t ’ 
tion against interstate or foreign commerce * * * it shal! prescribe the rate s 








IS DOMESTIC LAND AND WATER TRANSPORTATION 


Commerce Commission should be granted comparable powers with 
respect to abandonment of intrastate passenger-train service. 

We do not regard this suggestion as an intrusion upon the historic 
rights of the States. The Constitution gives Congress plenary powers 
over interstate commerce. The Supreme Court long ago upheld the 
constitutionality of the provision which gives the ICC power to set 
aside intrastate rates because of their effect on interstate commerce.*® 
Rate-making powers are, of course, considerably more important than 
powers ovel the maintenance of service. 

The subcommittee has heard no complaint about the authority 
which State commissions have with respect to the continuation or 
abandonment of intrastate rail freight service. For the present, at 
least, we believe that the States should retain their existing powers 
with regard to the abandonment of intrastate freight business. Many 
communities may well be dependent on rail freight service which has 
little or no chance of returning a profit. On the other hand, it is 
difficult to visualize any community which would not possess some 


practical alt native to mtrastate rail passenger service, 


The subcommittee has found that few if any railroads are, under 
present conditions, able to conduct commuter service except at a 
loss \iost of the leading “commuter carrving” railroads * are find- 
ng commutation service a source of heavy passenger losses. 

Iwo factors have tended to aggravate commuter traffic losses. 
First, the extensive development of superhighways around metro- 


politan centers has diverted a considerable volume of business. In 


many cases it has been impossible to raise fares to the extent justified by 
e cost of the service because the availability of private automobiles 
fixes a practical ceiling on the amount which can be charged. Second, 
he recent development of suburban shopping centers has worked a 
spon ’ tio ! t} In cases where fares ean be in- 


] l 


s vithout e loss of business, the railroads have experienced 

ne StlLV « Vs ol part of Stat ommissions, and bitter 
positio riding publ 

| sucl nstances, the consistent [losses incurred 1h commuter 

e can only result in eventual abandonment of the service. It ts 

vio of course, tha vides id reduction in commuter service 

. SUDStantl a] hardships If the re is any practical remedy 

Ses I commuter service othe than abandonment, it 

ay LO levised thro igh the joint efforts Ot the railroads and 

rovernments ‘he subeommittee has no suggestions to offer 

vovernments might find the continuation of commuter 

ssenger service mportant eno ich to warrant more liberal tax and 

It is doubtful, however, that anv solution other than 

be found unless the public is made more fully ac- 

th tl financial factors involved in commuter service. 

[" vyeherai pu does not understand why trains carrying as many 

us 600 passengers at | nts per mul cross revenue of SY a train- 

rly if the service is substandard. 

ns > s that on a haul of 10 to 30 miles the railroad 
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incurs about the same expenses as it would for a 100-mile run. While 
the fuel cost may be somewhat less, the distance involved does not 
reduce the cost of terminal handling. In addition, equipment and 
crews must be kept available to handle traffic which is concentrated 
in the morning and evening rush-hour periods. 


H. EFFECT OF FEDERAL TAXATION ON THE RAILROADS’ FINANCIAL 
CONDITION AND THE NATIONAL TRANSPORTATION POLICY 


Inadequate earnings in recent vears have made it virtually impos- 
sible for the railroads to obtain equity capital. E ee for a limited 
amount of money which can be borrowed on the security of new income- 
producing equipment, the railroads must rely on their earnings as the 
sole source of investment capit al. Under the Revenue Act of 1950, 
the corporation income tax Was increased from a total rate of 38 per- 
cent to a rate of 45 percent for 1951 and subsequent vears.* <A 
corporate tax rate of 45 percent means that a railroad must earn $1.82 
in net income in order to have $1 available for improving and expand- 
ing its plant and facilities 

High corporation income taxes are a burden which railroads share 
with incorporated business generally. The railroads have not asked 
for favored treatment in the amount of corporation income taxes which 
they are required to pay, and we do not think they should be indirectly 
subsidized in any such manner. ‘There are, however, two major pro- 
visions of the Federal revenue laws which place an unusual strain on 
railroad finances. Modification of these provisions is justified, we 
think, in order to carry out the national transportation policy. In 
addition, there are other provisions of the Internal Revenue Cod: 
which the railroads claim are particularly harsh or inequitable as 
applied to them.’ The subcommittee does not feel competent at 
this time to pass on the merits of those eer We believe, how- 
ever, that the Senate Interstate and Foreign Commerce Committee 
should study those tax proposals with a view ‘onan supporting such 
changes as seem desirable before the congressional tax committees. 


(1) Transportation ELCISE fares 


The Association of American Railroads has urged repeal of the war- 
time transportation taxes before the appropriate committees of Con- 


gress. At the present time a tax of 15 percent is levied on passenger 
fares, a 3 percent tax on the transportation of freight, and a special 
tax of 4 cents per ton on the transportation of coal.' The su beom- 


mittee agrees with the statement of the secretary of the T reasury 
before the House Ways and Means Committee that 


The tax on transportation of property is almost entirely a cost of doing business 
Excise taxes on business costs tend to be pvral ided throug icces e marl t 
by those handling goods in the various stages of production and distributio1 
The cost of living of ali consumers Is 1necreased out of proportior to the tax Im- 
posed. In addition, the taxes thus added to the prices of goods and service 
generally are the most burdensome on lower-income groups.®! 


We recognize that the present and costly expansion of the national 
defense program makes repeal of the transportation excises impossible. 
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it is clear, however, that although transportation taxes are neces- 
sary for revenue purposes, they need not be, as they now are, dis- 
criminatory a their effect. They apply to for-hire carriage but are 
not assessed against transportation by private carriers. The railroads, 
conunon carriers, and contract motor carriers are placed at a serious 
disadvantage in competing for traflic which can be moved by private 
carriage. It is obvious that this sort of discrimination cannot be 
reconciled with the declared national transportation policy. A cus- 
tomer who receives a shipme nt via private carrier pays for the cost of 
transportation just as he does when delivery is effected by a for-hire 
carrier. The manufacturer who brings materials to his plant in his 
own trucks has a transportation cost which does not differ basically 
from the payment he would otherwise make to a for-hire carrier. 
Consideration should be given to the feasibility of extending trans- 
portation excise taxes to private carriage of an interstate commercial 
nature. 
2D), Th preciation for Federal income tax pur poses 

The lepreciation policies which are followed in regard to railroad 
equipment must be evaluated ii the light of three important facts: 
1) the toes earnings record of the railroads makes it difficult for 
them to obtain outside capital for the needed expansion and improve- 
ment of their facilities; (2) railroad net income must support a far 
greater capital investment than the amount of meome of other busi- 
nesses; and (3) the annual expenditures of the railroads for capital 
improvements and replaceme uts are almost three times larger than 
amniual depreciation accruals. \n unduly conservative depreciation 
pol *"\ has the prac tical effect of depre sslig current net income. The 
subcommittee toe not beheve that such a policy should be encouraged 
at a time when the Nation’s mobilization eifort seems to require an 
even larger capital e xpenditure program by the railroads. 

Witnesses who testnied on be ‘half of the railroads suggested revision 
in present depreciation rates.” ‘Testifying for the Association of 
\merican Railroads, Mr. J. H. Parmelee expressed the opinion that 
depreciation rates “are quite low at the present time on the aver- 
age’’.* For exat lin the average rate of depreciation on passe ger- 
train cars Is only 3.03. percent and on freight cars 3.23 percent.° 
Myr. Parmelee was unable to say, however, that depreciation rates over- 
estimated the useful life of railroad equipment. Section 20 (4) of the 
Interstate Commerce Act provides that the Commission shall pre- 
scribe “the rate or rates of depreciation which shall be charged.” 
The rate of depreciation preseribed by the ICC has no eifect tax-wise, 
and is not necessarily followed by the Bureau of Internal Revenue for 
tax purposes. 

Col. J. M. Johnson, Chairman, Interstate Commerce Commission, 
testified that the depreciation rate for freight cars was too low. 
The subcommittee, however, did not receive sufficient evidence to 
enable it to reach a conclusion concerning the adequacy of depreciation 
allowances for railroad equipment generally. Representatives of the 
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Association of American Railroads did propose two plans for accel- 
erated depreciation which seem to have considerable merit. 

‘The proposals of the railroads for building up depreciation reserves 
were explained by Mr. Thomas L. Preston, general solicitor, Associa- 
tion of American Railroads.” ‘The first proposal is to permit the 
railroads to depreciate 50 percent of the cost of the property over a 
period of 5 vears. ‘The remaining 50 percent of the cost would be 
depreciated at the rates now in effect. The subcommittee recognizes 
that the expansion of industry in general has been hampered by low 
rates of depreciation. As pointed out by the Joint Committee on the 
Economic Report ‘‘tax policy should permit depreciation over a 
shorter period of vears to encourage replacement of outmoded equip- 
ment with newer cost-reducing equipment’’.” Capital expenditures 
required by the railroads are so much larger than for industry gen- 
erally, and the earnings of the railroads are so low in comparision 
with other industries, that a special policy of depreciation accruals 
seems justified. We suggest that the Internal Revenue Code be 
amended to permit railroads to depreciate 50 percent of the cost of 
depreciable property within 60 months following acquisition. 

The second proposal of the railroads is that they be given a tax 
deduction up to 25 percent of their income provided that the amount 
so deducted is plac d in a reserve fund and used for capital expendi- 
tures. In effect, depreciation would 
basis of the property would be reduced by the amount of expenditures 
from the reserve fund. Mr. William T. Faricy, president, Association 
of American Railroads, made it clear that this proposal, like the one 
previously discussed, involved tax deferment, rather than tax forgive- 


ness or subsidy.”! This subcommittee believes this proposal merits 


be a celers ted mce the cost 
| 


: re . 
serlous consideration. 


In the opinion ot the subcommittee, the ace li rated amortizati rT) 


Droy isions of the Ri Venue Act of 1950 also proy ide the ri ilros ds some 
measure of reli E Section 218 of that act pe rmits : mortization over 
a period of 60 months of emergency facilities. Amortization is in 


lieu of depreciation. The railroads are so indispensable during war 
that most of their newly acquired equipment would seem to meet the 
statutory test of “necessary in the interest of national defense during 
the emergency.” The authority to certify the acquisition of 
facilities as being in the interest of national defense was delegated by 
the President to the chairman, National Security Resources Board 
by Executive Order 10172, dated October 12, 1950. 


I. RAILROAD RATE MAKING 


The fixing of railroad freight and passenger rates is an excellent 
example of the inflexibility of the administrative process of the regu- 
latory law pertaining to transportation. Further, it affords an 
illustration of the intrusion of the regulatory body into the field of 
carrier Management and, in effect, a substitution of the judgment of 
the Interstate Commerce Commission for the considered business 
judgment of those responsible for the financial well-being of the carrier 
to its stockholders.’ 
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History of rate-making procedures 

In the first instance, it must be emphasized that the historical 
background of the Commission’s regulatory activity, with respect to 
rates, is colored strongly by the early monopoly of the railroads of the 
transportation business. It already has been pointed out that the 
first regulatory efforts of the Federal Government were punitive in 
character, aimed primarily at rate and service discrimination.” In 
1906, however, Congress gave the Commission the power to prescribe 
maximum rail rates,” and 4 years later the Commission was further 
empowered to suspend new railroad rate schedules pending investiga- 
tion by the Commission of the reasonableness of the proposed rates.” 

In 1920 the Federal Government assumed the direct: responsibility 
for establishing and periodically adjusting the general level of rail 
rates in line with the abilitv of shippers to pay, and the need of the 
carriers for a reasonable revenue return. Congress imposed upon the 
Commission the duty of fixing a fair return on the railroads’ invest- 
ment as a basis for a reasonable rate. Under this formula, according 
to representatives of the railroads, the vears after 1920 and before 
1933, when the law was again changed, were reasonably profitable 
ones for the rail carriers.” 

In 1933 the Congress abandoned the idea of establishing a fixed fair 
return on investment as an expressed factor in the determination of 
rate structures. The provision of the act pertaining to the rule of 
rate fixing was amended to read in part as follows: 


In the exercise of its power to prescribe just and reasonable rates the Com- 


mission shall give due consideration, among other factors, to the effect of rates 
on the movement of traffic; to the need, in the public interest, of adequate and 
efficient railway transportation service at the lowest cost consistent with the 
furnishing of such service: and to the need of revenues sufficient to enable the 
carriers, under honest, economical, and efficient management, to provide such 
Service 


2?! The extent of the yuri isdiction of the Commission 


The Commission, since 1920, and particularly since 1933, has inter- 
preted its responsibility for the maintenance of “just and reasonable” 
rates asa broad congressional mandate to protect both the rail carriers 
and the shipping publie from policies of railroad management which 
are, in the opinion of the Commission, unwise or imprudent. The 
publication by the Brookings Institution, National Transportation 
Policy, by Charles L. Dearing and Wilfred Owen, which is based in 
part on a study made by the authors at the request of the Hoover 
Commission, criticizes the Commission for its assumption of the role 
of a superimposed board of directors, and cites several specific eX- 
amples in illustration .® 

In weighing the arguments for the allowance or disallowance of 
proposed rail rates, the Commission must include other factors than 
those considered by the railroad board of directors. The Commission 
is required by the Interstate Commerce Act to consider the declara- 
tions of national policy made by Congress as a preface to the act as 
well as the specific factors recited in the rate section, heretofore cited.*! 
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The Commission constantly has disclaimed any intent to interfere in 
managerial function throughout the history of its obvious interference 
It must be admitted that the task of drawing a line betwee those 
factors which are exclusively the consideration of management, and 
those which the Commission need consider is, at best, most difficult. 
But the actuality that businessmen must seek the approval of the 
Commission in matters of pure business discretion is entirely incon- 
sistent with the idea of a free economy, even when regulated in the 
public interest. 

The Commission has viewed with alarm any suggestions which 
would relieve them of their managerial burdens;* but if railroad man- 
agement is to exercise its proper function it should be permitted to 
put into effect rate policies of its choosing, subject in the main only 
to proper safeguards against rates and practices which unjustly are 
discriminatory or unreasonable. The retention of these safeguards 
for the public interest have not been questioned. The authors of 
National Transportation Policy ascribe the desire of the Commission 
to retain rigid control over gener al rate cases to the police’ y of pro- 
tecting both the railroads and the shipping public from the effects of 
intense competition in competitive traffic areas, and, in effect, to shift 
the railroad freight load from the competitive traffic to those com- 
modity areas in which the railroads have relatively greater advan- 
tages.*8 This may reflect the Commission’s interpretation of the 
declaration of policy’s admonition regarding “inherent advantages,”’ 
but, in the light of Government promotional and protectively regu- 
latory activities with respect to competing carriers, discussed earlier 
in this report,“ the Commission’s position is questionable. Sound 
business practice, insofar as the railroads are concerned, obviously 
would call for increased revenue from the less competitive areas in 
order to meet competition in ot ‘areas. So long as the commission 
may protect the shipping public by sanctions against discrimiatory 

‘unreasonable rates, and the general public by establishing minimum 
veh to prevent unfair and destructive competition, its function has 
been carried out in protecting the public’s interest. 


(3) Administrative lag i? rate increases CASES 


While the Commission steadfastly rejects any suggestion that it 
may have overreached itself in the consideration of factors relative 
to rate-making (which would seem to be more fossicelis the proper 
concern of the railroad management),® it has recognized and tried 
to meet the increasingly serious problem of administrative lag within 


f 
| 
I 


its own rate-making processes. The Commission specifically is 
authorized, on its own motion, to hold hearings on proposed rate 
schedules, in order to determine the lawfulness of the proposed rates,* 
and, on determination that the rates are unlawful, to prescribe lawful 
rates.” As a matter of practice, and regardless of the apparent 
clarity of the issues, railroad rate inerease cases have been subj ct to 
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delavs that by no stretch of the imagination could be considered 
reasonable. Commission proceedings consistently have consumed 
the better part of a vear, during which time the railroads have been 
unable to obtain much-needed revenue to which the Commission 
eventually found them entitled. To the credit of the Commission, 
it has sought to at least partially meet this problem by the device of 
interim increases. Under this practice, the Commission holds emer- 
gency hearings on proposed rate increases, and where justified by the 
preliminary facts, authorizes an interim increase in rates, a figure, 
which in effect is & minimum increase to which the railroads will | 

entitled on final decision. For instance, the railroads filed on April 
15, 1946, for freight rate increases of approximately 22 percent. An 
interim merease of approximately 6 percent, effective July 1, 1946, 
was granted after emergeney hearings. After further and extensive 
hear nes, both regional and national, a final increase of 17.5 percent 
(including the interim increase) was granted effective January 1, 1947. 

The authors of National Transportation Policy are highly critical 
of the Commission for the lag in rate increases. They point out that 
there were no substantial facts adduced at hearings subsequent to the 
granting of the interim increase to justify the additional 11.5 percent 
increase, sinc the | labor and material costs were fixed at the time of the 
emergency hearings. The point of the argument is not that the in- 
crease should have been fixed at 6 percent, but that any increase 
finally allowed should have been granted 6 months before. The cost 
to the railroads of this delay cannot be measured too accurately, but 
it is estimated that a substantial part of the $386,000,000 decline in 
railroad working capital during this period was due to the ‘‘Commis- 
sion’s unhurried handling of the rate cases.’’ °° 

Subsequent rate increase cases followed the same pattern. The 
last general rate increase case, Increased Freight Rates, 1948, saw a 
lapse of 3 months from the filing of the initial petition by the rail- 
roads and the granting of the interim increase, and an additional 8 
months before the final order was made effective. 

It is clear that the interim increase, although a step in the right 
direction, is far from a satisfactory solution of the time lag problem. 
The Commission itself, fearful of court reversal should the amenities 
of fair hearing procedure not be observed meticulously, and with an 
apparent propensity for the exploration of dimly related collateral 
aspects of the case, holds out little hope for speedier disposition of 
rate cases.” Rairoad representatives before this subcommittee urged 
that the Commission grant “‘in the first instance” the full measure of 
increases apparently needed to meet increased costs, subject to repara- 
tion in the event of final disallowance."' This subcommittee is not 
inclined to support this position. While experience has shown that 
more generous interim increases should have been made in fairness to 
the railroads, the impracticability of awarding rebates for overcharges 
on such a wide scale is almost conclusive against the recommendation. 
Further, should the Commission grant an interim increase subse- 
quently found to be overgenerous, the disposition to fix that increase 
as the final decision, rather than undergo the complications of universal 
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reparation awards, understandably might be controlling in the minds 
of the Commission. 

It seems apparent to this subcommittee that solving the problem of 
time lag, is, at least partially, dependent on the determination of the 


extent of control which the Commission is to exercise over rates in 
general. Should the Commission continue its present rigid warden- 
ship of railroad rates, the time lag problem becomes acute. Should 


the railroad management, as we have suggested, be permitted to 
exercise a greater role in determining and effecting rates and charges 
within regulatory safeguards, the problem of time lag will all but 
vanish ; Th » basic pi ‘ol bli m, the ‘re vore, is whether and LO what extent 
the jurisdiction of the Commission over railroad rates should be 
modified. 

(4) Recomme nded re MSO? s of ¢ OMMAISSTION rate qurisdictior 

Assuming that the Commission retains the same degree of control 
over railroad rates, the administrative rigidity of rate schedules (which 
characterizes rate fixing by the Commission) and the tendency of the 
Commission to interfere with the managerial function, make two 
points clear: First, the factors to be considered by the Commission 
in establishing rates need limitation; second, the rule of rate making * 
needs revision. 

In the first place, the Commission should be restrained from con- 
sidering, in connection with rate fixing, matters which are not directly 
involved in the case at hand. Although, as a general proposition, the 
Commission is bound by a broad mandate of congressional policy, 
the specifies of the case should govern the decision in the absence of 
flagrant contravention of principle. It is small consolation to a carrier 
who is forced to operate under noncompensatory rates to know that 
the decision is based on a phrase from the declaration of national 
transportation policy. Nor should the Commission constitute itself a 
court of review of managerial decisions. No Commission may be 
apprised of the situation of a given carrier as fully as those directly 
responsible for the management of that carrier. 

Secondly, and particularly if the Commission retains the power to 
establish rates and charges, the rule of rate making must be revised 
to insure that the railroads are permitted revenues consistent with 
investment. The comparison of railroad net return with that of 
other comparable major industries ® shows a shocking disparity 
The effect of insufficient return on capital invested, as has been shown, 
is the complete discouragement of investment. We cannot continue 
to deny to the railroads a fair return on invested value if they are to 
survive in private ownership. The railroad representatives urge the 
reestablishment of the “fair return” and suggest a figure in the neigh- 
borhood of 6 percent.*' The authors of National Transportation 
Policy likewise suggest that the rule of rate making is a key weakness 
in the railroad rate regulatory structure 

This subcommittee agrees that revision of section 15a is necessary 
to insure that sufficient emphasis is placed on affording the carrier an 
over-all fair return on capital. This subcommittee further believes 
however, that the function of specific rate making is misplaced, and 


24917, S.C., sec. Lda (2). 
8 See tab le 13 
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suggests that the procedures under which it now is carried on be 
amended. 
(5) Rate making as a managerial function 

In the flexible competitive situation existing in the transportation 
industry today, the concept of curbing the railroad monopoly by rigid 
control of rates and charges is outmoded. In order to meet compe- 
tition, and, at the same time, in order to remain solvent, the railroads 
must have a more flexible rate structure with respect to time, com- 
modity, and region. It would seem desirable to restore to railroad 
management, subject to certain safeguards, the right and respon- 
sibility of making and altering railroad rates within a spread 
established after hearing by the Commission. Under this plan the 
Commission would determine maximum and minimum rates, adjust- 
able by the Commission after hearing, in accordance with economic 
and industry conditions. 

The advantages and disadvantages of this proposal are apparent. 
First, it would very greatly minimize the problem of time lag in rate 
increase cases. Second, it would avoid the inflexibility of the Com- 
mission-fixed rate, either on the “fair return’? theory or that now 
employed, while, at the same time it would insure the well-managed 
railroad of a reasonable return on invested capital. Third, it would 
afford railroad management the flexibility necessary to meet the 
shifting competitive patterns in the transportation field. Fourth, 
it would partially obviate the cumbersome and inconclusive factor 
of compensatory rates, except as that factor might affect the nature 
of competition. Fifth, it would restore the principle of the value of 
the service to the user as a determinant in fixing rates. Sixth, and 
finally, it would restore a proper managerial function to railroad 
management in keeping with the principle and traditions of the 
American economy. 

On the other hand, such a procedure to some degree would open the 
door to discrimination in rates and charges among users. There would 
necessarily be a congressional reexamination and detailed interpreta- 
tion of the nature of “unjust” discrimination and “undue” preference. 
This should not raise any insurmountable administrative difficulties. 
There are de facto discriminations and preferences in any competitive 
industry brought about by size, location, or other factors. So long as 
the difference between users is justifiable, there is no real injustice. 
Kurther, the safeguards against unfair and destructive competition 
will need strengthening. If steps are taken to insure the railroads a 
truly competitive position, the Congress must also assure that that 
posit ion cannot be used for the destruction of compet itors, The proper 
role of a regulatory body in the transportation industry has become 
that of a monitor of competition. Minimum rates will effect at least 
partially this safeguard, and Congress should take any necessary 
further step to preserve a healthy industry. Finally, in the event that 
injustices result from the indiscretion of railroad management, ade- 
quate hearing procedures should be provided. It is conceivable that 
discriminations among shippers may occur, or even that rates within 
the spread estabished by the Commision may be found to be unreason- 
able under certain circumstances. Adequate protection, with pro- 
visions for reparations must be provided those aggrieved. 
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In the alternative, it is suggested that consideration be given to 
a modification of existing legislation to permit the railroad manage- 
ment to increase rates and charges without Commission interference, 
subject to a later showing that such increases are not unreasonable. 
This required subsequent justification by railroad management should 
act as a sufficient deterrent to arbitrary and unfair increases. 

Obviously, such action would necessarily be limited to regional, dis- 
trict, or other such groups of carriers. No carrier acting alone could 
increase rates in this fashion. Further, in the interest of the shipper, 
such increases should be limited to those made necessary by increased 
labor or other costs in order to preserve a fair rate of return, possibly 
established by legislation. 

The chief advantage of this alternative, insofar as the rail carriers 
are concerned, is the speed with which rail management might meet 
increases in operating costs. The administrative lag which we have 
already criticized would be entirely eliminated. The shipper would 
be protected against unreasonable charges by two safeguards. The 
first of course is that of the force of competition by other carriers. 
Where that force is not effective, the required subsequent justifica- 
tion of the increase will deter unreasonable action. 

Where unreasonable increases were found to have occurred, the 
Commission would of course require refunds of overcharges. We have 
already pointed out the administrative difficulty of this procedure. 
However, we believe that the proposition holds sufficient merit to 
warrant serious consideration. 


J. PROBLEMS OF STATE REGULATION 


Historically, the advance agents of Federal regulation were the 
preliminary controls applied by the States shortly after the Civil 
War. The Federal Government’s entry into the regulatory field 
quickly superseded the State efforts insofar as interstate commerce 
was concerned, but the States, of course, still retain full jurisdiction 
over intrastate matters. To a degree, at least, the same problems 
exist at the State level as are found on the national level. 

In particular, the major problems faced by the railroads in con- 
nection with State regulation is that of procedural delay in rate-increase 
cases. Despite the fact that representatives of State commissions 
frequently sit with the Interstate Commerce Commission in general 
rate-increase cases, awards of increases in intrastate fares and rates 
invariably lag far behind the allowance of increases by the Interstate 
Commerce Commission. In one case specifically presented to this 
subcommittee,” the State lag amounted to 2 years and 8 months, 
during which time further increases in interstate rates had been 
allowed. ‘This lag seenis to be due at least in part to pure obstructionist 
tactics on the part of the responsible public officials, in an effort to 
keep fares as low as possible within the State.*° The losses to the 
railroads concerned have been substantial. 

An additional problem in State regulation hinges on the attempt of 
the railroads to abandon service, usually passenger carriage, which has 
proved financially unsound. State commissions are understandably 
loath to permit abandonment of any service, as the beneficiaries of 


% Subcommittee hearings, p. 268. 
% Thid. 
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that Service are loca] residents, and their Protests are much more 
effective than that of the railroad. Losses from UNProfitable Passenger 
Service Particularly have been a Substantially Contributing factor in 
the poor financial] Status of the major railroads today.%7 

There js nO question as to the power of ¢ ‘ongress OVer such Matters 
When they have become an Obvious burden on interstate commerce ..% 
The Problem, of Course, is to relieve the railroads of UNNecessary 
urden, at the same time Presery Ing the Substantive jurisdicting of the 
-°veral States. A reasonable Solution Would seem to lie in conferring 
Jurisdiction Of appellate hature on the Interstate Commerce Com- 
Mission jn (he matter of abandonment 48 well as of rates. Tho 
COMMittee believes much Merit lies in the Suggestion that a reasonable 
time limitation be Placed on rate increase Cases before State com- 
Missions. ty run after the interstate INCreases have been tlowed. 
Further. Permission Should be authorized for an “PPeal to the Inter. 
State Commeren Commission on the expiration of the limitation. on 
the grounds that further delay Constitutes an Unreasonable burden 
On interstate Carriers, Should the rate-cd, fermination recommenda- 
tions Of this SUDcOMmittee be adopted. it Would be hoped that the 
States Would follow the Pattern and thus eliminate the Problem 


Insofar as rate Increase CASES are concerned. 
K. DIVERSION 


The groy th of railroad “OmMpetitors ig g result of tio factors, Pri- 
marily, the Success of motor, water. and air Operations in competition 
With the rails must be dltributed to their individual advantages in 
Specific Situations for Specific shippers. These carriers, by and large, 
have STOWN to meet the needs Of an expanding economy, They Per- 
form Services which the railroads could not Offer, or refused to Offer, or 
could not Perform as Well or as cheaply, While exact Measurement js 


IMPossible. It Is safe to Sav that the major part of the development of 
COMPctition te the rails, Particularly jn the past 29 Years, is attribut. 
able directly (0 their inherent advantage Over the rails, as determined 
by the shipping Public, 

On the Other hand, substan tig] factor in the Srowth of railroad 


“oMPetitors has been Government Promotion and subsidy, [py some 
Cases this has been Negligible, jn Others, most Significant. In addition 


there is the factor of MNequitable regulation and archaic rate-making 
Practices. Which already ha Ve been discussed. 

The railroads insist that the chief ingredient in the Successful oper. 
au0NS of their “OMPetitors has been that of Government aid, either 
by Subsidy or Protection,» The Supposedly favored competitors, 
however. vehemently deny any favors of any sort to Which they are not 
entitled), dmittedly, there is q vast number of factors Which must 
be taken into 2ccount in the determination of whether an exemption 
from regulation, for example, or a Publie subsidy, is justifiable. For 
the Purpose of Ussaving the effect of Competition on the railroads, no 
attempt will be made here to justify or dispute the Necessity for such 
action by Congress. Those arguments have been made iN more ap- 


” The deficit resulting from the Clinchfield Railroad Passenger sery ice between Elkhorn City, Ky., and 
Spartansburg. 8. C., in 1949 was $266,803, and the ratio of &xpenses to revenue was 322.55 to l Subcom. 
Mittee hearings. DP. 1446. 
os Wisconsin Railroad Commission cD €& Q, Railroad Co., 257 U.8s 563; N Y. vy. U. 257 U. s 
sd Subcom mitte, hearings, P. 196, 
bid., D. 1266. 
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propriate parts of this report. In general, it is the contention of this 
subcommittee that Government aid, by protective regulation or by 
subsidy, is the greatest unbalancing element in the tr: “wy rae 
industry, and should be the subject of careful analysis by the Congress 


(1) Diversion of freight traffic 

The word “diversion” of itself has been a subject of some contro- 
versy. 

Since the measurement of traffic diversion, by the definition we 
have accepted, is partially a matter of proportion of total traffic, total 
ton-mileage figures are not as significant as are the percentages hauled 
by types of carriers. For comparative a table 7 of the 
Appendix hows the total ton-mileage of the Nation from 1920 to 
1949, with the distribution of that burden among competing carriers. 
These same figures are graphically shown in chart 1. 

These figures, even on a proportional basis, do not indicate the 
significance of the shift of traffic of which the railroads ani 
On a ton-mileage basis, the freight traffic has not been unbalanced t 
a degree incapable of explanation on the grounds of the technical 
development of competitors or the realization of their inherent 
advantages. The clue to the dilemma faced by the railroads as a 
result of this shift of freight traffic is the nature of the commodity 
areas in which the shift has occurred. Again, this factor is difficult 
to measure, but a careful comparison of the percentages of motor 
ton-miles and of rail ton-miles with percentages of motor revenues 
and of rail revenues for a given time, shows a significant dispropor- 
tion. For example, in 1948 according to a witness, regulated motor 
carriers hauled traffic equal to 6.6 percent of the railroad ton-mileage, 
and on that traffic collected revenues equal to 34.7 percent of total 
rail revenues.2. The obvious conclusion, of course, is that the shift 
of freight from rails to motor has been in the high return traffic. 
Motor carriers insist that they are better adapted than the rails 
carry this sort of traffic, and there is considerable merit in this con- 
tention. The railroads’ problem is thoroughly entangled with the 
related problems of rate making, through-traffic rates, and particu- 
larly, with that of less profitable traffic, which has been, in effect, 
subsidized by rates on commodities now the principal subjects of 
diversion to motor carriage. By a combination of competition and 
regulation then, the railroads are being driven almost entirely to 
rely upon that traffic which they are best adapted to carry, or, to put 
it in another light, to rely on their operations where they still have 
some of the characteristics of monopoly. ‘This report already has 
tried to emphasize that in the judgment of the subcommittee there is 
little justification for continued railroad monopoly regulation, which 
denies to them the means of effectively competing with other carriers. 
The effects of diversion of high-revenue freight traffic on the railroads, 
as shown above, is, in the opinion of this subcommittee, strong support 
for that general conclusion. 


Diversion of passenger traffic 


The picture in the passenger traffic field is similar to that of freight. 
Although the private passenger car is “9 chief competitor, a significant 
percentage of passenger trs affic has been diverted to air carriers, a 





2 Ibid., p. 146. 
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development that certainly should have been expected. A com- 
parision of tables 8 and 5, and chart 2, points up the respective gains 
— losses, both on a passenger-mile basis, and on a percentage basis, 
for the years 1929 to 1949, inclusive. The significance of this loss of 
passenger traffic to the railroads is that it decreases the railroad 
revenues from, and in, a field in which operating deficits are common. 

has been pointed out heretofore, a more realistic approach to the 
abandonment of unprofitable passenger lines certainly is indicated on 
the part of the Commission and State regulatory agencies. As used by 
witnesses for the railroads, it means seemingly, the amount of traffic 
carried by motor and water which the railroads believe would have been 
carried by them. To railroad competitors it seems to mean the 
natural result of keen competitive methods, i. e., the acquisition of 
new traffic as a result of the inherent advantage of the motor or water 
carrier over the railroads. The question as to whether in fact there 
is any diversion is a proper one for academic argument. This sub- 
committee accepts the use of the word in the interest of convenience, 
but is inclined to reject any connotation of Federal subsidy or of 
inherent advantage. Diversion as we use the word, is a result of the 
growth of railroad competition, whether it be natural growth of one 
sort or another, or that induced by favedinencts assistance. This 
subcommittee does not mean to confine itself to specific traffic carried 
formerly by railroads, later by competitors. Diversion expresses the 
fact that the railroads, in 1929, carried 78.28 percent of the total 
freight ton-mileage of the Nation, and that in 1949, they carried but 
59.99 percent of the same traffic.’ As we have indicated, this change 
in percentage is largely attributable to the natural inroads of rapidly 





developing competition, but there is no doubt that varying regulatory 
administration and legislation account for a significant, though 
immeasurable, portion of the et The problem of measuring 
diversion is perhaps best met by thus studying the movements of 
types of carriers as a proportional part of the total ton-mileage, as 
illustrated by tables 4 and 7. Although, as stated, our concept of 
diversion is not soedbend to the 1 gem instance, an interesting 
approach to the problem can be made by analyzing statistically the 
history of certain established freight tr: affic. 
(3 Causes of dive rsion 

If it is remembered that diversion is an effect of many causes, rather 
than a problem which demands specific attention, it becomes obvious 
that the faults of railroad regulation and rate-making, already dis- 
cussed, contribute substantially to diversion. Further, where it is 
established that competing carriers are subsidized or favored in other 
ways, the railroads’ competitive position is of course immeasurably 
worsened. In essence, the statement of the problem foreshadows the 


} 


CoOnCcLUSION The railroads are engaged in a highly competitive field, 
and, in fact, Congress has declared its intention of nourishing that 
competition. On the other hand, the competitive position of the rail- 
roads has been worsened by unfair regulation and discrimination, as 
well as by protection of its competitors. If the railroads may not 


‘ 


compete tor traffic, that traffie will go to its competitors; in other 
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words, it will be diverted from rail to motor, water, or air. The solu- 
tion has been stated in general and in detail earlier in this report. A 
revision of the Federal regulatory program is essential to healthy rail- 
roads and, therefore, to a healthy national transportation system. 


VI. ConcLUSION 


The development and preservation of a strong, h althy, well- 
balanced transportation system 1n this country should be and is the 
aim of our national transportation policy. That aim has not failed 
of attainment because of any major defect in the expressed policy, 
but it has failed to be reached because actions of Congress and of the 
Commission have been taken in disregard of essential elements of tl 
national transportation policy. 

The recommenda 


of correcting some oO 


tions contained hi rein are made for the 
f the more ola Ing?’ detects 1n the applicati 
riation system 
to that state of health and strength which is admittedly so essential 
to the maintenance of a sound economy and to the very SCCULILY of 
the Nation. Delay 1th the effeetuation of the se needed reforms can 
only hasten the eventual breakdown of the system which will inevita- 
bly occur unless some such corrective measures are employed. 


national transportation policy and to bri iz our transpe 
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Tarte 2.—Motor-vehicle registration in the United States, 1900-19 
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TABLE 5.—Intercily passenger-miles 
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1938-48, line-haul railways and their lessor subsidiaries 





A verage rate on Dividends declared on * 
rr ] 
CK A t 
ng j d ) end 
. All Preferred Ce ) 
i ving ] ck 
! stock s - 
K 
ent Thousands Per t Per t 
52. 07 $136, 270 4 4 1.39 $] 43. 434 SF RR O39 
$2. (4 179, 412 5. 62 S4 ) { f 106, 799, 624 
R 99 16, 522 5 79 29 40. 218 774. 682 
40). ¢ » 438 6.2 2 97. 445. 002 R 400. 72 
t 1 ONS 4.74 42 ) AT S48 ; 
79 263. 919 4 8 s 7 79, 496, 7 
58. 4 192 248 " 4,577,117 1, 401, 095 
’ 205, 204 ) 1 8 448.79 17, 54 ’ 
( 2 171 12 8 649. 278 - » 458 
”) ) 7 { { { 19 g] 7 
; p t ( +4, e 7 
er x i “ 
f } hy : \ { $15,800 
( Q \ \ } t ) 
1! Oo fenre Mio? 7 ¢ f WIdSs oO ¢ I r 
; / / Sie 
y Cre t 
Le Or . Percent 
} ‘ J i ; 
Dea ‘ ve iring ‘ 
948 an) { base 
vear 
$1, 436 1, 348 $47. 0 f YT 
» xs 1, 412 
7 82 2 208 
RTH. F 2 S 1, G86 
74. 442. 246 2 19. 579 9 7) 
744 6, 893.8 s4 
7, 295, 388 2 184. 738 2. 63 
6, 869, 249, 17 227, 420, 08 3.31 
S 449 
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TABLE 13.—Public aids to highways, 1920-48 '\—State, county, and local highways 











and city streets 
[Amounts in millions] 
Total . i 
; Federal] State | Local | ,°% , Federal! Stat A 
Year fund 2 funds! ante’ aS Year funds 2 ~ 
(all al 

1920 $219 $802 | $1,087 ‘ $1, 034 $7 $407 $2, 261 

1921 293 899 1, 272 1937 : 736 S857 46OY 2, O82 

1922 305 912 1, 301 1938 ; 1,014 91s 44 2, 426 
332 830 1, 242 1939__. 900 SHO 2 2 268 
440 921 1,463 || 1940 743 951 46565 2, 160 
505 993 1, 600 1941 542 YOO 442 1, 949 
514 1, 038 1, 641 1942... 322 S11 411 1, 544 
573 1, 185 1, 848 1943 162 679 34 1, 20 
709 1,174 1, 975 1044 100 736 4 1, 230 
812 1,112 1945 78 800 454 1,312 
904 1, 194 1946 178 1, 181 573 1, 932 
871 981 1947 335 1, 597 605 2, 537 
804 697 1948 O4 1, 924 669 2 ORT 
643 406 1949 48 2, 237 voz 3, 62S 
592 435 
589 474 Total 1,981 2A, 447 21, 36 79 

1 Estimated expenditures 
2? Construction and reconstruction only (includes Works Projects Administra lief agencie 





as well as expenditures of Forest Service, National Park Service, and Office o 
3 Includes construction and reconstruction, maintenance, and administration 





Source: General Services Administration, Bureau of Public Roads. Latest revision by letter of Nov. 17, 
1950. 


TABLE 14.— Federal, State and local taxes paid by highway users, 1901-48 





Total Stat 
State motor | State motor Special State,| Total State |Federal motor local, and 

Year Vehicle oual county, and and local vehicle excise Federal taxes 
a city taxes taxes taxes paid by hig! 


way user 


Prior to 1925.- 




























, 106, 000 $810, 880, 679 $2, 404, a 
- 3, 000 $148, 358, 000 », 000 52, 026, 000 145, 301, 791 507, ‘I 
5, 000 187, 603, 000 000 , 890, 000 06, 432, 454 622, 322, 454 
258, 967, 000 », O00 , 000 60, 503, 683 676, 217, 683 
305, 234, 000 738, 000 549, 000 Qk, 222 34] 717. 771, 341 
4:31, 636, 000 , 000 784, 000 840. 784. O00 
494, 683, OO 74, 470, 000 733, 000 924, 733, 000 
537, 589, 000 7 . 000 BYR, OOO 060. 598. 000 
514, 139, 000 0, 000 , 813, 000 75. 355, 746 O00. 168. 746 
519, 403, 000 75, 460, 000 _ 177, 000 230, 648, 906! 1, 126, 825, G08 
v. 566, 642, 000 80, 714, 000 110, 000 235, 742,915, 1, 190, 852, 91 
1935 619, 677, 000 87, 822. 000 900. 000 246, 670, 606: 1, 200. 570, 606 
1936 , 420, 000 95, 025, 000 665, O00 207, 141, 888: 1 % FOG, SRN 
1937 , 998, 000 101, 539, 000 , 366, 000 326, 514, 761) 1, BNO) THI 
1938 , 764, 000 105, 190, 000 200, OOO 267, 959, 169) 1, 550, 159, 169 
1939 821, 656, 000 117, 207, 000 369, 412, 000 $24, O11, 887) 1, 693, 423, S87 
1940 870, 136, 000 129, 360, 000 587, 000 416, 304, 228 1, 872, GS1, 228 
194] 957, 312, 000 144, 360, 000 914, 000 572. 758.505 2 
1942 844, 855, 000 126, 600, 000 319. 000 626, 054. 686) 2 
1943 659, 125, 000 108, 900, 000 749, 000 445,813,643 1, 
1044 680, 950, 000 103, 300, 000 870. 000 186, 0907. 168 
1945 783, 691, 000 115, 800, 006 1. 367. O80. 000 AMA. O62. H48 
1946 551, 318, 000) 1, 064. 681, 006 151. 000, 000° 1. 766, 999. 000 708, 406.000 2 
1947 646, 097. 000) 1, 206. 305. 00K 165. 800,000 2.018. 202 000 1.089.371. 000 
1948 2 755, 183, 000) 1, 350, 028, 000 8, 000, 000 2. 285. 211,000 1, 157, 000, 000 
Total 9, 879. 703. 000 1¢ 17, 852. OOF » 39 y 29 914. 674. (1% ) { 244. 884 ‘ 11K. RAG 
1 10t availab] 
+ 1948 figures are estimates from Facts and Figures, 1949, p. 44 
Sources: Public Roads Administration: Highway Statist in i t 45, DI ‘ rH 
Statistics 19446, pp. 20-22 and 41; Highway Statist 1947, pp. 21, 22, 24 41; Automot M 


Association: 1948 ed. Facts and Figures, p. 42 (column 3 
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INTERCITY PASSENGERMILES caf 
TRAVELED CONTINENTAL UNITED STATES 


BILLIONS 
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CHarT 2 





TOTAL EE) SOURCES 

WATERWAYS (_} Nan. Assn. oF Motor Bus Operators 
BUSSES a LCC. STATISTICS OF RAILWAYS, TABLE 155 
RAILROADS i U.S. Taare 155 

PRIVATE CAR CJ Boarb oF ENGINEERS 


29 30 31 32 33 34 35 36 37 38 39 40 41 42 43 44 45 46 47 48 49 


560 
350 
340 
330 
320 

310 
300 
290 
280 
270 
260 
250 
240 
230 
220 

210 
200 
190 
180 
170 
160 
150 


100 


50 
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CuHarr 3 


TREND of Waces ® 


AND 
Cost of LivinG 


PERCENT 
310 


300 -p 
290 Consumers Paice = 


(ALL ITEMS) 
280 Piptunes ----- 
270 Moror Carriers —p— 
260 RaiLROADS —+— 
250 


240 
2350 
220 
210 
200 
190 
180 
170 
160 
150 
140 
130 
120 
10 
100 
90 
80 
70 


Warer Carriers —— 


Entire Inoustay —o=— 





10 


29 30 3 32 33 34 35 36 37 38 BW 40 41 42 43 44 45 46 47 48 4 


Sources: STATISTICS OF RAILROADS, A.A.R. 
DEPARTMENT OF COMMERCE 
DEPARTMENT OF COMMERCE (MID-MONTH COUNT) 
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